Public | 


Utilities 


FORTNIGHTLY 





January 18, 1945 
SURPLUS PROPERTY DISPOSAL —ITS CHALLENGE 


By Leo Barnes 
Radio and the New World 
By Herbert Corey 


« » 


Original Cost in Public Utility Accounting 
Part Ill 


By John H. Bickley 





RES SPAN i ABBE OD: 





PUBLIC: U-FELITIES ‘REPORTS,: INC. 
PUBLISHERS 





The Patriotic and Profitable Way to make 
Your Own “Paper Money” 


VERY dollar cut out of waste motion is a whole dollar 

added to profit—and your paper work is the quick, 
easy way to make these dollars. Multigraph Simplified 
Business Methods are making thousands of dollars for 
others by savings like these: 


If you have thought of Multigraph and Multilit 
machines to reproduce forms, your conception 
will be entirely altered when you learn how theyc 
purchase orders, invoices, factory job orders, and 


Invoicing in a big farm machinery corporation 20 days 
behind in spite of overtime work; now invoices up-to-date. 
Cost of writing purchase orders cut /3 for another machin- 
ery manufacturer. 

Complicated factory orders in a war plant written in 8 
minutes instead of 2 hours; production started sooner. 
Confidential reports for a beverage firm issued 2 days 
earlier; former danger of leaks eliminated. 

10 ‘‘necessary"’ forms reduced to 1 at Army Service Force 
depots, saving paper, time, and money. 

Better control and substantial savings in a big automotive 
plant by providing greater legibility and more copies than 
were possible with carbons. 


—identify shipments—write shipping docume 
packing lists. 

In fact, these modern machines can do neath 
your repetitive paper work faster, easier, more 4 
and economically. 

Yes, Multigraph, Multilith and Addressograph m 
save manpower, conserve paper, and make money 
and for all years to come. 

If you are the man in your company interestedi 
it make profits—and continue to make them under 
competition—phone our local office or write theR 
and Methods Department, Addressograph-Multig 
poration—Cleveland 17. Sales agencies with sé 
supply departments in all principal cities of th 


Multi rap 


TRADE MAAR ALE 


US al OFF 


SIMPLIFIED BUSINESS METHODS 


Multigraph, Multilith and Addressograph are Registered Trade Marks of Addressograph-Multigraph Corporation 
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OW as never before, gas 

fuel of any type must be 
conserved. All consumers, appliance manufacturers and 
public service corporations are under strict obligation to 
secure top efficiency and economy from their gas-burning 
appliances. 

One effective means of accomplishing this is by the use 
of a reliable gas pressure regulator on furnaces, boilers, 
water heaters, kitchen ranges, and other home and indus- 
trial appliances. On a control device so strategic as a regu- 
lator, complete dependability is a necessity. On Barber 
Regulators the bodies, working parts, springs and diaphragms 
are the finest obtainable. Unusually sensitive reaction to 
pressure drop is assured. The appearance of these regu- 
lators harmonizes with modern streamline equipment. 

The use of Barber Regulators on appliances you sell, 
make, or sponsor, is not only evidence of quality equipment, 
but also a symbol of your compliance with our national con- 
servation program. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


SARBER oncssune REGULATORS 


rber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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* It’s no accident that the 
RIZSID is the favorite 
pipe wrench of millions of 
expert users. That uncondi- 
tionally guaranteed housing 





If this Housing ever (ae : that won’t break or warp 
Breaks or Distorts we : 

will replace it Free 3 . means years of repair-free 

” service. Adjusting nut in 

| : open housing spins easily to 

pipe size. Quick-action jaws 

won’t lock on pipe—handy 
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This compound-leverage RILEID has 
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Pages with 


T was with a sense of personal loss that we 
I received the word of the death of Lieuten- 
ant Colonel Kendall Banning at the Fort How- 
ard Veterans Hospital in Baltimore on Decem- 
ber 27th. Colonel Banning really had a double 
career, his personal military history going back 
to 1902, when he joined the National Guard, 
and continuing until his death, when as a Lieu- 
tenant Colonel in the Signal Reserve he was 
with the Chief of Ordnance, Arlington, Vir- 
ginia. As a Major in the Signal Corps during 
World War I he directed the division of public 
information, and in 1918 and 1919, while at- 
tached to the General Staff, he directed the 
compilation of a pictorial record and history 
of the war. 


Our personal contact with Colonel Banning, 
however, stems from his prominent and suc- 
cessful civilian career as an editor and author. 
Following his graduation from Dartmouth, 
Colonel Banning became managing editor of 
the magazine System, holding that position 
until World War I called him into the service. 
After the war he was managing editor of 
Hearst’s Magazine and the Cosmopolitan. 
‘From 1922 to 1928 he edited Popular Radio, 
and from 1923 to 1927 he was editorial director 
of the New Fiction Publishing Company. 


C. tiie, New York’ Herald Tribune 
KENDALL BANNING 
As a Lieutenant Colonel, General Staff Corps, 
U. S. Army, in 1919, from a sketch by 
Joseph Cummings Chase. 
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the Editors 


Ir was in 1929 that Colonel Banning ac- 
cepted the offer of the publishers of this pub- 
lication to become the first editorial director of 
Pustiic Utirities FortNIGHTLY.. He continued 
in that capacity until 1934, when he retired 
from the active editorial field to resume the 
writing of historical volumes. 


Mucu that adheres to the form and charac. 
ter of Pusric UtiLities FortTNIGHTLY today 
we owe to the creative talent of Colonel 
Banning. The format he composed is vir- 
tually unchanged. The familiar blue cover and 
characteristic emblem of the archer—even the 
distinctive type used in the title on the cover— 
have been followed, the same as when Colonel 
Banning worked them out back in 1929. The 
character of the publication, likewise, still re- 
flects the vitality of his organization. It would 
not be unfair to say that he took what was in 
1928 a publication predominantly legal in tone 
and converted it, almost overnight, into a maga- 
zine of national circulation, popular style, with 
a mixed ‘readership extending into every 
branch and level of public utility operation, 
regulation, management, and finance. We 
know that many of our veteran readers will 
join with our editorial staff in extending to 
the widow and surviving family of Colonel 
Banning our condolences for the loss of this 
gallant soldier, scholar, and gentleman. 


¥ 


HE challenge of surplus property disposal 
_& is the subject of the very timely article 
which opens this issue. It is written by Leo 
Barnes, director of economic research of the 
Research Institute of America. This organi- 
zation, with its vast research staff of business 
editors, economists, and analysts, has made an 
exhaustive study of the problems and possi- 
bilities of the surplus property disposal situa- 
tion and are continuing their close supervision 
of that subject for the benefit of their clientele. 
It is for this reason we feel Mr. Barnes is in 
an unusually qualified position to give us the 
benefit of his general thoughts on the ques- 
tion of surplus property disposal. 


e 
\ X J HEN we read of rocket bombs approach- 


ing if not surpassing the speed of sound, 
it must make people in the communications 


isn’t threatening to catch up with at least 

slower forms of modern communications. A 
prominent and very astute telephone company 
executive recently pointed out that if the Ger- 
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Otter Tail Power Co. — Canby, Minn. 
75,000 lbs./hr.—500 lbs. Pressure—825°F. Temperature 
Riley Pulverized Coal Fired Steam Generating Unit 


outstanding smaller public utility installation 


you want to see a truly outstanding smaller boiler unit, visit the Riley installation 
DMtter Tail Power Company, Canby, Minn. Here is a unit which operates at 87.3% of 
iency though Riley only guaranteed 85.7%—which though having a maximum capacity 
5,000 pounds of steam per hour, maintains loads of 15,000 pounds with absolute ease 
complete ignition stability—which burns Illinois coals without slagging, the ash being 
ely granular in form. 

is because of such completely satisfactory performance that so many public utilities 
le recently installed Riley Boiler Units. 


COMPLETE STEAM GENERATING UNITS 
BOILERS- PUL VERIZERS-BURNERS-STOKERS-SUPERHEATERS 
AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
ER CORPORATION, WORCESTER, MASS. STEEL-CLAD INSULATED SETTINGS * FLUE GAS SCRUBBERS 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





PAGES WITH THE EDITORS (Continued) 


JOHN H. BICKLEY 


«The best business accounting system still re- 
quires expert and reasonable application. 


(SEE Pace 89) 


‘ man army can send tons of explosives from 
Holland to England, so rapidly as to arrive 
ahead of their own noise in traveling, it is not 
inconceivable that the. Post Office Department 
of the future might be able to send tons of 
mail and parcels between city terminals in the 
same manner. The fact that some of these 
diabolic, so-called V-bombs are shaped like 
telegraph poles might even be symbolic. 
Point-to-point delivery between terminals two 
or three hundred miles apart in five minutes or 
so is pretty near telegraph time. 


But, sensational as these developments in 
the field of physical transportation, so to 
speak, are—the fact remains that the art of 
communications itself is progressing rapidly 
under the impetus of war expediency. Radio, 
walkie-talkie, television, radiotelephony, ultra 
short-wave relay, and a host of other miracu- 
lous refinements in the field of both radio and 
electronic communications (many yet quite 
secret for reasons of military security) bear 
witness to the fact that the scientific guardians 
of the art of communications have not been 
marking time. They have kept abreast, and, if 
anything, are way ahead of the general march 
of technological improvement. 


But, in the process, inevitable regulatory 
complications ensue, as might well be expected. 
Every new invention or utilization of radio 
means that much more strain upon the radio 
spectrum, which is already too crowded in 
spots and—although theoretically infinite in its 
divisibility—just now is badly in need of some 
traffic policing. In this issue HeRBert Corey, 
our Washington correspondent, discusses some 
of these complications in his article, “Radio 
and the New World,” beginning on page 81. 
Mr. Corey stresses the complications arising 


out of radio coverage by war correspondents. 
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Obviously, the on-the-spot military walkie. 
talkie of today will inevitably affect public 
communication of the future. 


¥ 


\ X Je conclude in this issue (beginning page 
89) the 3-part serial on original cost ac. 
counting by public utilities from the pen of 
Joun H. Bicktey, nationally known public 
utility accountant and consultant of Chicago, 
Mr. BickLey, whose regulatory background 
spans staff service with five different commis. 
sions (Maryland, Pennsylvania, Wisconsin, 
Federal Trade Commission, and Federal Com. 
munications Commission), is i 


(715) and sometime instructor and associate 
professor of accounting at Lehigh University, 
He will be readily recalled to many of ow 
readers as the chief accountant in charge of 
the special telephone investigation of the F 
from April, 1935, to August, 1937; also forhig 
work as staff accountant during the public 
utility investigation of gas and electric utili 
ties by the Federal Trade Commission from 
May, 1928, to May, 1931. : 


¥ 


MONG the important decisions preprinted! 
from Public Utilities Reports in the back 
of this number, may be found the following: 


THE Federal Power Commission, although 
asserting its jurisdiction to order a pipe-line 
connection with a local company distributin 
artificial gas, refused to take such action where 
a change to natural gas and authority to make 
the connection were not insured under state 
law. (See page 65.) 


THE method of computing salvage value of 
gas well equipment in determining accrued d 
preciation or depletion is prescribed by the 
Ohio commission. (See page 73.) 


WHETHER a company which is contesting an 
ordinance reducing rates to residential and 
commercial custcmers, rather than seeking an 
increase in rates, should be allowed as an op- 
erating expense Federal income taxes increased 
on account of war instead of being limited to 
the combined normal and sirtax rates for the 
year 1939, is ruled upon by the Ohio commis- 
sion. (See page 73.) 


THE Colorado commission discusses the 
right of a nonprofit codperative association to 
act as a public utility in one instance and as 
a nonutility in another as affecting authoriza- 
tion of the sale of public utility properties to 
the association. (See page 101.) 


THE next number of this magazine will be 
out February Ist. 


| a 
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© REDDY KILOWATT 


Your Electric Servant 
TRADE MARK REG. U.S. PAL OFF. 


KARDEX Customer 
History and Service 
Location Records at 


SAVANNAH 
ELECTRIC & POWER CO. 


E double advantage of better 
cord control and substantially 
ed operating costs were the 
nah Electric & Power Com- 
s chief reasons for replacing 
old methods with Kardex 
le Record Control. 

ousands of man-hours have 
saved by this utility in the midst 
acute manpower shortage. The 
plized Kardex records eliminate 
paper work and reference to 
ple records, and also simplify 
y” employee training. 

VICE ORDERS of vastly increased 
ity are handled with speed and 


efficiency. The Kardex Meter and 
Transformer History Records facili- 
tate greater equipment utilization. 


COLLECTION POLICIES, based on in- 
stantly visible individual history ree- 
ords, are kept ona currently selective 
basis—a vitally important safeguard 
under war and post-war conditions. 


PUBLIC RELATIONS are improved 
too... Although much heavier than 
normal, customer service activities 


proceed smoothly and efficiently 
with Kardex providing all wanted 
data without delay. 


As officials of this Company say, 
*“Once we knew every customer 
and could decide each case without 
reference to records, but now we 
must and gladly do let Kardex fur- 
nish the facts. We’ve obtained bet- 
ter control and we save thousands of 
man-hours.”” 


small public utilities to obtain greater efficiency with reduced 


é FULL DETAILS showing how Kardex is enabling large and 


costs are available from any Remington Rand Branch Office. 





Kilowatt used by courtesy of 
Ashton B. Collins 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“We believe in the government’s being a governor by 
not a governess.” 


¥ 


“T want to give my life—I hope I can say continue 
give my life—to the protection of freedom of speech, 
worship, and of assembly.” 


¥ 


. . nobody, business or government, can plan tomo 
rew’s employment for anyone without planning his of 
cupation, spending, saving, and consumption for him.” 


> 


“All users of electric service should contribute to t 
support of their government on an equal basis in pr 
portion to the amount used, regardless of whether the 
get this service from a private company, a co-op, or a go 
ernment-owned utility.” 


* 


“Private enterprise needs its preventive and curati 
drugs or it will die. We cannot rely on unregulated bus 
ness genius to bring permanent prosperity for all. T 
has failed before and it will fail again unless we este 
lish the necessary rules and safeguards.” 


» 


“Political promises and wishful thinking cannot cre 


jobs. Jobs are created by capital, know-how, and 0 


portunity. In our system of capitalistic enterprise, 
catalyst is an opportunity for profit. The keystone is co 
fidence in the future of business.” 


5 


“T think the administration of the antitrust law... 
one of the biggest obstacles to postwar recovery .. .} 
cause it breeds attitudes in other government operati¢ 
which are unhealthy, just as it raises up in industry 
equivalent amount of scar tissue.” 


¥ 


“The worker may have equal or superior rights in D 
gaining, in fixing the terms of his employment. Butt 
management must have and be free to exercise 2 | 
periority in bossing the job. To give the inferior posit 
a superior right of control is worse than wrong. It: 
ridiculous.” 


12 





Send 
Payroll Pe 
sraphically 


Nithholdin 


x figures 


Public Utilities Fortnightly 





8 ANEW PAYROLL PROBLEM 
FOR YOUR BUSINESS! 


: 


The growing problem of fast, efficient payroll handling will 
become further complicated on Janvary 1, 1945, when the 
Individual Income Tax Act of 1944 goes into effect. Deter- 
mining employees’ taxes to be withheld* from Ewer will be 
more complex than if now is. 


Because tax determination must come first, less time will be 
‘left for actual writing of the payroll. A new peak will develop — 
unless measures are taken to prevent if. 


To help you overcome present payroll writing difficulties and 
avoid new ones, Burroughs offers a comprehensive new study, 
“Payroll Peaks,” packed with constructive suggestions. Burroughs 
also offers help in computing employees’ withholding taxes on 
and after January 1, 1945, in the form of government-approved 
withholding tax tables for weekly, bi-weekly, monthly and 
semi-monthly payroll periods. You will get much benefit from 
these latest Burroughs helps. Send for them today. 


Burco oughs 


/ IN MACHINES 
/ IN COUNSEL 


1 fIN SERVICE 
es : 


FIGURING, ACCOUNTING AND STATISTICAL MACHINES 
MAINTENANCE SERVICE ¢ BUSINESS MACHINE SUPPLIES 


WITHHOLDING TAX ¥; 
Al 
S———— ARLE MonTaty 


lia] 
WITHHOLDING TAX T, 5: 
7 See Tree eer ABLE—BIWEEKLY 


Se a 
WITHHOLDING TAX TABLE—WeExLy 


Send for these FREE helps 


‘Payroll Peaks" — oan unusually comprehensive booklet, 
yraphically describing the growth through the years 
ayroll peaks—and measures to level them. It dis- 


Blessleesle de 


ysses several complete payroll plans, their comparative BURROUGHS ADDING MACHINE COMPANY 
nerits and their suitability to various accounting needs DETROIT 32, MICHIGAN 
(CO Send me your new booklet, “Payroll Peaks.” 


eerie. Tax Tables —for establishing withholding oO Send aha withholding tax tables for (__) weekly, 
by the Individual Income Tax ) bi-weekly, ( ) monthly, ( ) semi-monthly periods. 


Name 





( actoke Ml olael4 ¢-tii ie] ol(-t Mela 
t ¢convenien Oo sloyers who elect not to : Company. 
e the exact tax on each employee's earnings. : Street City 
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“Constant reliance upon government may allow a gic 
economy to totter around, but the grueling race to per. 
sonal freedom is never won by running on the woodey 
legs of any superstate.” 


> 


“Tt is no exaggeration to say that the happiness oj 
every American for the next two generations depends 0 
the efforts and understanding of all of us in this gigantig 
job of readjustment.” 


¥ 


“For the sake of the men and women who are work 
ing and fighting and dying to win this war, for the sake 


of their children, and for the sake of the world, we musi 


work to make America once more the land of opportu 
nity.” 
oe 
“T should like to advocate a government-supported tele 
vision theater, to which the great body of American 
actors and actresses might look forward as the climax 
of their careers, and to which they can adapt their art,” 


¥ 


“I feel that this country need not go through another , 


period of widespread unemployment and depression such 


as we had following the bursting of the 1929 bubble, pro-IiP ire 


vided, of course, that the government gives us the kind 


of business environment in which American industry canjil 


and will expand.” 


> 


“If the President had wanted to push business around, 
his wartime control of materials gave him every oppor- 
tunity. Some leftwingers would have liked to see that 
control used to weaken private ownership of industry, 
particularly the power industry. But the President sup- 
ported the War Production Board in its policy of strict 
impartiality.” 

vw 
“There is a growing belief that business is not an end 


in itself but actually a means of serving the general 
economy of the nation. It cannot serve that purpose if it 


fails to distribute at all times its capacity production. If 
faces that challenge during the coming decade. Its suc 


capitalistic system or socialism.” 


¥ 


“I yield to no one in my confidence that free enterprise 


will continue to provide a higher standard of living undef 


a free government and with full opportunity for the in-} 
dividual than any other system. But, very frankly, | have? 
no patience with those who can see only its virtues, and 
are biind to its past defects or unwilling to take steps 0. 


correct them. We must eliminate the business cycle. By 
so doing, we can sustain business activity at all times 
levels in Jine with our ability to produce.” 
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ENGINEERING AND 


PRODUCTION 
% 


COMPLETE 


the Switching Equipment Fiaaaie 


SPECIALIST (im 


MECHANISMS 
8 
AIR BREAK SWITCHE 


BUS CLAMPS 








CONNECTORS 


DISCONNECTING 
SWITCHES 


cd 
CUTOUTS 
s 
THERMO-RUPTERS 
8 


METAL HOUSED 


ONE RESPONSIBILITY SEGREGATED BUS 


for the building of and application of equipment to 





COMPLETE SUBSTATIONS—correctly designed, struc- bs 
turally and electrically, from single line wiring diagrams. 

Designers plan for rigidity, to withstand strains and assure AUTOMATIC 
alignment of equipment; economy, to omit excess parts and THROW-OVER 
provide efficient bus layout; flexibility, to meet future re- EQUIPMENT 
quirements. Speedy, orderly shipments, eliminate erection 

delays. Complete comprehensive proposals are proof of e 


RGIE understanding of your problem. 


METAL CUBICLES 





INTERLOCKS 


WAY ano INDUSTRIAL ENGINEERING CO. ° 


BURG, PA. . . . IN CANADA, Eastern Power Devices, Ltd., Toronto TESTING DEVICES 
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Cutaway view showing design characteristics of a typical. C-E Steam .Generat 
Type VU. Considerable latitude in arrangement of furnace, baffling, ash hopper 
is.permissible without in any way affecting the advantages of the basic dé 
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NIT MEETS A WIDE RANGE 
OF UTILITY REQUIREMENTS 





CAPACITIES OF VU UNITS 
IN UTILITY PLANTS 
IN LB OF STEAM PER HR 





Each column represents one or more actual installations. 


hat, specifically, is meant by a\wide range of require- 

ents? It includes all the usual items such as capacities, 
pressures, temperatures, fuels, space limitations and the 

ike. It goes much further — it includes, particularly in 
he case of utility installations, high availability and 
high efficiency. It extends to such important considera- 
tions as the balance between initial investment and long 
Tange operating economy. 

That Combustion Engineering’s VU Steam Gener- 
ator meets all these requirements exceptionally well is 
proved by the extent and variety of installations as well 
as performance records. VU Units have been installed 
in utility plants all over the country from Massachusetts 
to California and from Minnesota to Texas. Capacities 
of these units cover the range shown by the above chart; 
design pressures are from 150 to 1000 psi; steam tem- 
peratures range up to 900 F and higher. These installa- 
tions employ both pulverized coal and stoker firing 
and utilize the great variety of coals evidenced by their 
geographical distribution. Many of them are fired by 


The VU Unit is adaptable to any 
method of firing. Here it is 
equipped with a Spreader Stoker 


oil or gas and some by combinations of all three fuels. 

The reliability of VU Units in utility service is evi- 
denced by plant reports during recent war-time service 
of which the’ following ate samples: 


1, “The use factor for the combined units was 97%. The 
availability for the period was identical for both units, slightly 
better than 98%." 


2. “Both units were on the line 16,191 hours during the 
year, a combined use factor of 92.4%. The combined avail- 
ability during the same period was 96.1%." 

Similar reports from other installations are available. 

The VU Unit is designed for high efficiency. Actual 
efficiencies, depending upon fuels and operating condi- 
tions, range up to about 88%. 

Designed and built to quality standards, VU Units 
are not sold —or bought — on price when first cost is the 
paramount consideration. But when a careful analysis 
of the balance between initial investment and long range 
operating economy is made, the real reasons for its wide- 
spread choice by utility engineers become apparent. 414 


COMBUSTION [} ENGINEERING 


200 MADISON AVENUE 


NEW YORK 16, N. Y. 
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Sa yout heler fesling 


IS YOUR "2; ORIFICE 
 DELIVEING _ 
over a Galion a Munile, 


Sd 








1. will pay you to check it. Re- 
ports from a number of Water 
Departments show that their low 
flow test rate, determined by a 
1/32” orifice, instead of giving © 
approximately % gallon per 
minute, actually delivered in 
excess of 1 gallon per minute. 


After the installation of a Nep- 
tune Rate-of-Flow Indicator to 
get accurate regulation of the 
flow, it was found that repaired 
water meters which had passed 
previous tests, would not even 
move on 14 gallon per minute. 

Remember—13% of all water pass- 
ing through 52” meters is used at about 
this 4% gallon per minute rate. To ob- 
tain maximum revenue, they should 
register at least 0%. 








NEPTUNE METER COMPANY. ¢ 50 West 50th Street ¢ New York 20, N. Y. 
Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., 
DENVER, DALLAS. KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 

Neptune Meters, Ltd., Long Branch, Ont., Canad 














This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
a 








Public Utilities Fortnightly 


YOUR TRENCHER NEEDS | =“ 


Get Them 100% m 
“CLEVELANDS’ 


THE CLEVELAND TRENCHER COMPANY 


20100 ST. CLAIR AVE Pioneer of the Small Trencher CLEVELAND 17, 


“CLEVELANDS’ Save More...Because they Do More 
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WANS) IN wnied 
EGRY phon Writing’ 


— = BUSINESS SYSTEM 
HELP MEET THE LABOR SHORTAG 


The shortage of .,pists and other office hel 
being met successfully through the use of ay 
Business Systems. 














EGRY CONTINUOUS Forms increase the output 
of operators by 50% and more because they elimi. 
nate many time-consumin, operations. Furnished 
with or without interleaved one-time carbons. 





EGRY SPEED-FEED may be attached to any stand- 
CSonaeaes Forms, doubles-che, outer of the ones 
ator—makes one machine do the work of two. Whether yourr ecords are 
— written on the typewriter, 
< billing machine, or by hand, 
there is an Egry System for every 
departmental activity. Egry Busi- 
ness Systems save time, money 
HGRY TRU-PAK Repiaer speeds che wriing of and materials, and afford com 
ee plete control over every recorded 
transaction. To fully appreciate 
their usefulness, you should see 
them in action right in your own 
office. Free demonstrations may 
be arranged at your convenience. 
Complete information on ft 
ALLSETS a ready for cepa use either over gation: Address Dept. F-118. 
the typewriter or when written by hand, 


eet 


THE EGRY REGISTER COMPANY . Dayton, Ohi 
EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Can 
Egry maintains sales agencies in all principal cities, 
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ConTahe lee! 


Climatic conditions, under which various communi- 


cations ‘equipments are operated, vary from the 


sub-zero temperatures of the northernmost climates 
to the tropical temperatures encountered at the 


equator. Conditions of humidity cover the extreme 
range; from the dry arid regions of the many 


deserts, to the almost 100% humidity in tropical 
and sub-tropical atolls. 


It has been the problem of Sangamo engineers to 
design and produce capacitors that perform faith- 
fully under these varying conditions, and so assure 
vitally needed communications at all times. 

The wide variety of capacitors illustrated insures 
the, availability of the proper unit for almost any 
mica capacitor requirement. 


SANGAMO ELECTRIC 


COMPANY 
SPRINGFIELD, ILLINOIS 
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You wouldn’t 
tackle this job 
with a Blow Torch 











12” Main Stea Boiler Lead 
loop 850 Ibs. Pressure 950 
Temperature Made of Carbo 
Motybdenym Steel Pipe 


Lg Full Furnace Stress Relieved 


R. E. Burger Station of the Ohio Public Service C 
Trying to stress-relieve this main steam search and experimentation they are det 
boiler lead loop with a blow torch in the field oping new processes and techniques for 
would be ridiculous. prefabrication of piping for higher pressut 
Grinnell provides the specialized shop higher temperatures and corrosive servi 
equipment to handle this class of work Contact Grinnell whenever piping p 
Grinnell engineers and technicians have call for interpretive engineering, laboral 
resourceful “know-how” gained from long research and shop fabrication. 


experience. By continuous laboratory re- GRINNELL COMPANY, INC. 
Pend bibadieitia Menee Executive Offices, Providence 1, R. |. 


Providence, R. I. Atlanta, Ga. Warren, Ohio 
. Branch Warehouses 
Atlanta 2, Ga. Los Angeles 13, Cal. Providence 1, R. I. 
Charlotte 1, N. C. Minneapolis 15, Minn. St. Louis 10, Mo. : 
Chicago 9, Ill. New York 17,N.Y. | St. Paul 2, Minn. ’ 


Cleveland 14,0. Oakland 7, Cal. San Francisco 7, Cal. 
Houston 1, Tex. Philadelphia 34, Pa. Seattle 1, Wash. wHenever PIPING is invoiveo 
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How TO SAVE 
MANPOWER 
YET SPEED 


TRANSMISSION | 
LINE ERECTION 








y hroughout the country our trained men 


are ready to help you meet today’s unprecedented 


demand for power. In the erection or maintenance 
of transmission lines . . . regardless of distance or 


NEERING CO. terrain ... Hoosier experience and special equipment 


guarantees efficient and economical service. 
COLUMBUS, OHIO 


NEW YORK — CHICAGO ERECTION and MAINTENANCE OF TRANSMISSION LINES 
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Gates—Intake, Sluiceway and Spillway 
Hydraulic Turbines—Francis and Propeller Types 


Rack Rakes 
Trash Racks 
Valves—Pipe Line and Penstock 


NEWPORT NEWS SHIPBUILDING 
AND DRY DOCK COMPANY 


NEWPORT NEWS, VIRGINIA 
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POWER 
TRANSFORMERS 


2400 to 66,000 Volts 
667 to 5000 Kva, Single Phase 
750 to 10,000 Kva, Three Phase 





toward Savings through Standardization 


New standard ratings of G-E POWER TRANSFORMERS help set the course for 
lower prices, lower capital investment 


@ Since 1938, in a period of generally 
rising costs of labor and materials, the 
prices of G-E repetitive-manufacture power 
transformers have been materially reduced. 
Delivery schedules have been speeded up 33 
per cent. Purchasers have saved thousands 
of dollars of engineering time and labor. 

How has this been done? By the ap- 
plication of repetitive manufacture, made 
possible by the widening group of buyers 
who order standard ratings. 

Now, our new booklet—listing our 
repetitive-manufacture ratings, accessories, 


and combinations available—makes it eas- 
ier than ever to hold to standards. It sets a 
course that can bring about further econo- 
mies that we hope and expect to pass on 
to you. How soon and how sizeable these 
price reductions will be can be deter- 
mined only by the extent of your continued 
co-operation in adhering to these standards. 


We urge your careful consideration of the 
facts presented in this new booklet. Your 
G-E office can supply it. Ask for Bulletin 
GEA-4283. General Electric Company, 
Schenectady 5, N. ¥. 


Buy all the BONDS you can — and keep all you buy 


GENERAL ( ELECTRIC 
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TRUCK SERVICE MEN 


who know what’s expected of them- 





New Trucks: Theg h horized the manu- 
facture of a limited quantity of trucks for essential civil- 
ian hauling. International is building them in medium- 
duty and heavy-duty sizes.See your International Dealer 
or Branch for valuable help in making out application, 





What's most important about truck service today? 


Isn’t it this: That the men who provide the serv- 
ice know what’s expected of them... know that 
somehow they’ve got to keep overage trucks at 
work, hauling the million-and-one things a vic- 
tory-bound nation needs? 


Every day these men fix old trucks long over- 
due at the scrap heap—trucks that almost say, 
“I defy you to keep me hauling at a-reasonable 
operating cost.” The service men don’t scare. 
Their attitude seems to be: ‘You can’t bluff me, 
old timer, I'll keep you humping.” And they do. 

The service men at International Truck 
Branches, the nation’s largest company-owned 
truck-service organization, and the service men 


who work for more than 5,000 International 
Truck Dealers aren’t supermen. Sure, they have 
top tools, equipment and experience, and gen- 
uine International Parts, But they also know 
what’s expected of them—know that unless 
they keep old trucks rolling, some of the things 
a victory-bound nation needs won't get there. 


These men get no honors. They simply do 
what is needful—keep overage trucks at work 
when we'd all suffer seriously if the old trucks 
failed to perform. 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue 
Chicago 1, Illinois WARVESTER 


INTERNATIONAL Yaucks 
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Save to Win 


with these four simple rules 


of battery care: 


Keep adding approved water at 
regular intervals. Most local water 
is safe. Ask us if yours is safe. 


Keep the top of the battery and 
battery container clean and dry at 
all times. This will assure maximum 
protection of the inner parts. 


Keep the battery fully charged— 
but avoid excessive over-charge. 
A storage battery will last longer 
when charged at its proper voltage. 


Record water additions, voltage, 
and gravity readings. Don't trust 
your memory. Write down a com- 
plete record of your battery's life 
history. Compare readings. 


If you wish more detailed information, or 
have a special battery maintenance prob- 


don't hesitate to write to Exide. 


We want you to get the long-life built 
into every Exide Battery. Ask for booklet 
Form 3225. 


— Exide — 


CHLORIDE 
BATTERIES 





...is a vital principle 
of utility operationl 


Conservation of materials is no new story 
to the men who operate public utilities. 
With thrift and efficiency they have mane 
planned for conservation. 


They’ve squeezed the last ounce of use 
out of materials and equipment in their 
care . . . and today, that need is intensified. 


One helpful principle to follow is that of 
“Buy to Last—Save to Win.” Buy quality 
products and equipment, then care for it to 
avoid needless replacement. That conserves 
raw materials, labor, and space in factories. 
It frees these productive elements for essen- 
tial war production. 


THE ELECTRIC STORAGE BATTERY CO. 
Philadelphia 
Exide Batteries of Canada, Limited, Toronto 
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For temperatures to 600° F. J-M 85% 


Magnesia—the most widely used 
block and pipe insulation to 600° F. 
and, in combination with Superex, for 
higher temperatures, Standard block 
sizes 3x18”, 6’’x36” and 12x36”; 
from 1” to 4” thick. 


For steam lines up to 700° F. Use 
J-M_ Asbesto-Sponge Felted Pipe 
Insulation for efficiency, high sal- 
vage and resistance to abuse. In 
3-ft. lengths 1” to 3/’ thick. 






| INDUSTRIA 
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TO YOUR 
TOUGH INSULATING 
PROBLEMS! 


Public Utilities Fortnightly 


Furnace insulation up to 2600° F. 
J-M Insulating Brick and Insulat- 
ing Fire Brick are available in 7 
types, limits from 1600° F. to 
2600° F. New Insulating Fireblok, 
now available are 5 times larger 
for speedier installation. 


Insulation to 1900° F. J-M Superex 
Blocks have high heat resistance, 
low thermal conductivity. Sizes 
3x18", 6x36” and 12x36”; 
from 1” to 4” thick. 


Johns-Manville 


L INSULATIONS 


-RATURE 


FOR EVERY SER\ 


January 18, jodMuary 


Wwe your insulating 
problem, there’s a Johns 
Manville insulation that ¢ 
solve it efficiently and at mini 
mum cost. For, over the past 
86 years, Johns-Manville has 
pioneered in the field of indus 
trial insulation. Today J-M 
offers a wide line of insulating 
materials, each designed fo 
some specific insulation need 
for temperatures up to 2600° 
For example: 


J-M INSULATIONS COVER THE 
ENTIRE RANGE OF 
INDUSTRIAL TEMPERATURES 


CEN 
M-26 BRICK OR FIREBLOK 
“SIL-O-CEL SUPER BRICK 


JIM~25 BRICK OR FIREBLOK 


JIM-20 BRICK OR FIREBLOK 


NS onehere 


Sil-O-CcEt 
HATURAL BRICK 


SuPeR 

FIRE -FELT 
ASBESTO- 
"SPONGE 
FELTED 


7 
FAHRENHEIT 


For more details on these mat 
rials, and on the complete J-M 
Insulation line, write for Catalog 
GI-6A. Address: Johns-Manville 
22 East 40th St., New York 16 
New York. 
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ILDING WIRE +: IMPERIAL NEOPRENE JACKETED PORTABLE CABLES 


Gorn Wet Locations! 


RESCENT 





Insulated with a special thermo-plastic that is 
extremely resistant to moisture, acids, alkalies 
and oil, inherently flame retarding, high dielec- 
tric and mechanical strength, bright, permanent 
colors, small diameter, easy pulling, free strip- 
ping: 


SYNTHOL ype SNW 


is approved by Underwriters Laboratories in sizes 
from #14 through #4/0 A W G under section 
3035 of the 1940 N. E. Code for use in race- 
way systems, such as: 

(a) Underground 


(b) In concrete slabs or other masonry in 
direct contact with the earth. 


(c} In wet locations, 





(d) Where the condensation and accumu- 
lation of moisture within the raceway is 
likely to occur. 


Write for Descriptive Folder on SYNTHOL 
Types SNW and SN. 


CRESCENT INSULATED WIRE & CABLE co. 
TRENTON, N. J. 


CRESCENT 


WIRE and CABLE 


RMORED CABLE - RUBBER POWER CABLES : VARNISHED CAMBRIC CABLE 


S2Z1GV9 GUVOGMIHS: SAUIM TOHLNAS* SITEVD AVMAUVdG GNV GAAISVIONA GVAI GHOIVNUAd 
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for TURBINES- 


standard or special 


“Tailored to the job” has become a stock 


phrase in speaking of Elliott steam turbines. 
So many of them are engineered for special 
conditions, such as the unit pictured at the 
top. This turbine is one of a large number 
of identical units ‘designed for a specific 
wartime service. These turbines each drive 
three generators in line, through gears which 
reduce the 5600-rpm. turbine speed to a 
generator speed of 1200 rpm. They must 
pass the most rigid tests before acceptance. 


At left, an Elliott geared multi- 

stage turbine, as built for marine 

generator drive. Above, 

Elliott standard single- 

% stage mechanical drive 
turbine. 


The designing of special steam turbi 
by Elliott engineers starts from the firm fo 
dation of a standard line of machines 
several types and a wide capacity- rang 
Representative of this standard line is 
Elliott single-stage mechanical drive turbi 
used with pumps, fans, blowers, pulverize 
and other auxiliary equipment, direct dri 
or with built-in gears. Literally thousands 
these turbines are demonstrating charactg 
istically Elliott reliability in power plants, 
board ship and throughout industry. 


If you have a drive problem, check wi 
Elliott engineers. 
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Due to wartime travel restriction, conventions listed are subject to cancellation. 


e JANUARY 2 





T* 


{ Canadian “Electrical Association opens annual winter conference, Montreal, Can., 1945. 





F 


1 — Economics Societys of America will hold meeting, Chicago, Ill., Feb. 7, 8, 





{ Edison Electric Institute Transmission and Distribution Committee will bold e 
meeting, Pittsburgh, Pa., Feb. 8, 9, 5. 








{@ American Gas seen will hold Domestic Gas Research Conference, Cleveland, 
Ohio, Feb. 8-10, 





{ American Institute of Electrical Engineers starts meeting, New York, N. Y., 1945. 








q Edison Electric gree Electrical Equipment Committee will convene, Cincinnati, 
Ohio, Feb. 14, 15, 





{ American Water Works Association, Minnesota Section, will hold meeting, Mar. 9, 





{ Texas Telephone Association will hold convention, Dallas, Tex., Mar. 12, 13, 1945. 





{ Kansas Telephone Association will hold meeting, Topeka, Kan., Mar. 15, 16, 1945. 








7 ng? Electrical ae will hold annual western conference, Vancouver, 
Can., Mar. 15, 16, 1945. 





¥ Greater New York fp Council will hold conference and exhibit, New York, ‘) 
N. Y., Mar. 20-25, 1945. 





1 rie 3 seeghendent Telephone Association will hold session, Des Moines, Iowa, Apr. 
» 4, 1945. 





q Edison Electric Institute Commercial  egeaee Industrial Power and Heating Sec- 
tion, opens session, Buffalo, Ni Fa.I8 














q American Gas Association Technical Section will hold distribution conference, Chicago, 
Ill., Apr. 4-6, 1945. 
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Railroad Cut 


By Stephen Etnier 
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Surplus Property Disposal 


—Its Challenge 


During coming months there will be released, under the terms of the 
Surplus Property Disposal Act, and offered for sale, machinery, tools, 
and merchandise, in vast quantities and great variety. In this miscellany 
of items, there will doubtless be some which fit requirements of electric, 
gas, and telephone utilities. It being especially important to utility man- 
agements, who may be interested in seeking to acquire some of this 
surplus property, that they be informed regarding procedure under this 
act, we publish the following article for their guidance. 


By LEO BARNES 


DIRECTOR OF ECONOMIC RESEARCH, 


HIS war has made our govern- 
Le the world’s biggest buyer. 
War’s end will make it the 
world’s biggest seller. It will have a 
stock of more than $100,000,000,000 
worth of thousands of different items, 
most of them in tremendous quantities, 
representing the whole wide range of 
American productivity, from aspirin 
tablets to mile-long war plants—all to 
be sold, leased, scrapped, or stockpiled. 
Because Congress has passed an es- 


RESEARCH INSTITUTE OF AMERICA 


pecially confising Surplus Property 
Act, the government’s disposal policy 
is more up in the air than ever. How- 
ever, there are certain facts and forces 
that are already at work shaping policy 
and action, long before the new Sur- 
plus Property Board is functioning at 
top speed. 

The manufacturer and businessman 
must decide pretty soon what their 
basic attitude toward leftovers will be. 
The problem has half-a-dozen angles. 


JAN. 18, 1945 
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To some, war leftovers will be a new 
business opportunity. To others, they’ll 
be a cheaper source of supply. To still 
others, they shape up only as a disposal 
nuisance. To other powerful groups, 
they loom largest as a disquieting com- 
petitive threat. Frequently, a business- 
man may take one attitude toward one 
type of leftover and a diametrically op- 
posed position on another. His place 
in this conflict of interests will fix his 
slant in reading and using the follow- 
ing recommendations. 


Organization While Government 
Marks Time 


significance to business of the 
new Surplus Disposal Act is that 
it means a considerable pause in both 
current disposal activities and—more 
important—in forward planning for 
the acute leftover problems that will 
arise after V-E Day. While all regu- 
lations of the Surplus War Property 
Administration continue in effect un- 
til superseded by new regulations of 
the new Surplus Property Board, 
SWPA can now issue no additional 
regulations. Improvement and expan- 
sion of the present inadequate surplus 
disposal setup will thus have to wait 
until the new board is functioning. This 
lull before the storm is a good chance 
for the businessman to get his internal 
organization in shape for buying, sell- 
ing, or otherwise influencing the sur- 
plus market. He should stimulate his 
purchasing, production, and engineer- 
ing departments to think in terms of 
leftovers. This means getting and en- 
couraging men with imagination as 
well as technical training. 

Many leftover items may at first ap- 
pear unsuitable for use or resale, but 
further examination frequently shows 
JAN. 18, 1945 


that they can be readily adapted. 4 
good recent example is surplus canis. 
ters for gas masks. These were gen. 
erally passed up until someone got the 
idea of reselling them as mothball con- 
tainers to hang in closets. 

“Surplus war property” is any type 
of property controlled by a govern. 
ment agency and determined by that 
agency to be in excess of its needs, 
This means that property which js 
“dle” or “excess” for a war contractor 
or even for a major division of a goy- 
ernment agency doesn’t become “sur- 
plus” until so declared by that agency. 


6 ges narrow scope of this defini- 
tion is best shown by the fact that 
the government has been compelled to 
set rules for the disposition of termina- 
tion inventories and other unrequired 
commodities before they become sur- 
plus. 

The best way to avoid confusion is 
to speak of excess property when re- 
ferring to leftovers which have not 
been declared surplus. Thus, if a manu- 
facturer buys steel directly from the X 
contracting company whose construc- 
tion project has been canceled by the 
War Department, he is buying excess 
property. However, if he buys the same 
steel after the War Department has 
taken title to it, declared it “surplus,” 
and turned it over to an RFC subsidi- 
ary for disposal, the manufacturer is 
buying surplus property. 

Since a single term is obviously 
needed to refer to both excess and sur- 
plus property, the Research Institute 
has adopted the word “leftover” to 
stand for both types of property. After 
the war, most leftovers will be surplus 
property. Right now, however, many 
leftovers are sold as excess property be- 


70 





Exact 
able. 
tinctic 
nonm 
lump 
domes 
lem c: 
with 

estim: 
plus d 
will s 
billior 
figure 
it’s de 
timat 


( 


bre 
teri 
and 
plat 
este 
( 
sup 
nan 
cha 


SURPLUS PROPERTY DISPOSAL—ITS CHALLENGE 


tore they are declared to be surplus. 


‘MSince businessmen are interested in 


leftovers whether they are excess or 
surplus, this article deals with both 
types. 


How Much Leftovers Will There Be? 


Bins size of the job of surplus dis- 
posal has been both exaggerated 
and minimized. It is easy to do both. 
Exact figures are frequently unavail- 
able. Then, too, by ignoring the dis- 
tinction between merchantable and 
nonmerchantable property, and by 
lumping surpluses located abroad with 
domestic leftovers, the size of the prob- 
lem can be more than doubled. In line 
with these distinctions, a reasonable 
estimate of the magnitude of the sur- 
plus disposal job at the end of the war 
will start with a total of close to 104 
billions, but will wind up with a final 
figure of 20 billions or less. Here’s how 
it’s done, using official government es- 
timates : 

(1) Total leftovers of 104 billions 
break down into 65 billions of ma- 
terials, components, finished goods, 
and other supplies, and 39 billions in 
plant, facilities, equipment, and real 
estate. 

(2) However, of the 65 billions in 
supplies, 45 billions in combat ord- 
nance and other military items is 
chalked off as unsalable except as 


scrap. Of the remaining 20 billions, 
10 billions are crossed out because they 
are located abroad and, under the 
terms of the Surplus Property Act, 
can’t be imported. This leaves the more 
manageable total of 10 billions in mer- 
chantable supplies located in this coun- 
try. 
3) Similarly, of the 39 billions in 
leftover plant facilities and real estate, 
purely military installations account 
for 23 billions, leaving 16 billions in 
industriai property. But only 10 bil- 
lions of both these categories is figured 
to be both salable and located in the 

United States. 

(4) All this adds up to approxi- 
mately 20 billions in all types of left- 
overs that may be offered for sale in 
the United States. 

These over-all figures serve to indi- 
cate only what the first impact of war 
leftovers will be on the economy. Be- 
cause most economic actions have a 
“multiplier” effect, the ultimate busi- 
ness repercussions of surplus disposal 
will probably be much larger than the 
20 billion dollar figure suggests. 

In most cases, over-all estimates of 
available surpluses are not immediately 
useful to business planning. Therefore 
the purchaser should be on the lookout 
for specific figures on the particular 
types of leftover in which he is inter- 
ested. These figures are frequently 
available even though not widely pub- 
licized. The purchaser should check 


e 
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“GOVERNMENT agencies have first pick of government- 
owned leftovers. Under the act, the Surplus Property Board 
must offer Federal agencies the right of ‘first refusal’ ; and 


state and local governments have second call on many types 
of property. In the past, a similar requirement has meant 
that all Federal agencies had to be notified before surplus 
government property could be offered for sale to the public. 
This has led to considerable delay, with clearance by all 
agencies taking up to ten months in some cases.” 
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with his Industry Advisory Commit- 
tee to see if estimates have been given 
to it. If not, he should urge the im- 
mediate preparation of these figures by 
the appropriate disposal agency. 


Who Sells What Leftovers? 


i toe Surplus Property Act follows 
present practice by distinguishing 
between owning and disposal agencies. 
There are now eight disposal agencies 
which sell leftovers that have been de- 
clared surplus by owning agencies. 
However, the latter are still empowered 
to sell: (a) termination leftovers; (b) 
scrap and salvage; (c) leftovers lo- 
cated outside the USA in areas where 
there is no disposal agency representa- 
tive; and (d) nominal quantities of 
surpluses — defined as_ substantially 
similar surplus items at one location 
whose cost (estimated if not known) 
does not exceed $2,500. 

Here is the present line-up of dis- 
posal agencies and the type of surplus 
property they handle: 


(1) Treasury Department Procure- 


ment Division: Consumer goods 
(other than food), plus surplus prop- 
erty of all kinds located in Puerto Rico, 
Hawaii, and the Virgin islands. 

(2) Reconstruction Finance Corpo- 
ration (which may act directly or 
through any of its subsidiary corpora- 
tions) : All capital and producer goods, 
all real property except that assigned 
to the Maritime Commission, National 
Housing Agency, and Federal Works 
Agency; plus surplus property of all 
kinds located in Alaska. 

(3) Maritime Commission: All 
maritime property. 

(4) Navy Department: 
ships or naval auxiliaries. 

(5) War Food Administration: 
All surplus food. 

(6) National 
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Combat 


Housing Agency: 


Surplus housing property other than 
that under the control and jurisdiction 
of the War Department or the Navy 
Department. 

(7) Federal Works Agency: Sur. 
plus war property of the class of fa- 
cilities financed through FWA other 
than those located on the sites of hous- 
ing projects. 

(8) Foreign Economic Administra- 
tion: All surplus property located out- 
side the continental United States, its 
territories and possessions, except 
commercial ships of more than 1,000 
gross tons. 


The manufacturer can get a more 
specific item-by-item breakdown of the 
property, materials, and products as- 
signed to each disposal agency by ex- 
amining the appendix to SWPA 
Regulation 1. Copies of this com- 
modity breakdown may be obtained by 
writing to the Government Printing 
Office in Washington or from regional 
offices of any of the disposal agencies 
listed above. Each agency already has 
or will set up branch offices for the 
handling of local inquiries. It’s wise 
to establish early contact with the 
nearest offices of the agencies the busi- 
nessman plans to deal with. 


Who'll Get the Breaks in Buying 
Leftovers? 


b bene is still a way to go before 
business gets a detailed picture of 
just how, when, and where the govert- 
ment’s surplus goods will be released. 
However, the Surplus Property Act 
contains plenty of clues as to who's 
going to get favored treatment in ob- 
taining surpluses. In practice more- 
over, certain buyers are getting and 
will get favored treatment—either be- 
cause of successful application of pres- 
sure in the right places at the right 
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Preferential Treatment in Disposition 
Of Surplus Property 


oo owners and tenants get preferential treatment in the dis- 

position of surplus real property acquired by any government 

agency since 1940. Under the Surplus Property Act, the former owner 

is entitled to repurchase his property, at either the acquisition price or 

the current market price, whichever ts lower, if it’s not required by any 

Federal agency. If the original owner doesn’t exercise this option, any 
tenant at the time of acquisition is next in line.” 





time, or simply because a particular 
surplus situation gives them an advan- 
tage. 

Government agencies have first pick 
of government-owned leftovers. Un- 
der the act, the Surplus Property 
Board must offer Federal agencies the 
right of “first refusal’; and state and 
local governments have second call on 
many types of property. In the past, a 
similar requirement has meant that all 
Federal agencies had to be notified be- 
fore surplus government property 
could be offered for sale to the public. 
This has led to considerable delay, with 
clearance by all agencies taking up to 
ten months in some cases. It is ex- 
tremely likely that the Surplus Prop- 
erty Board will interpret this require- 
ment of the law as not compelling dis- 
posal agencies to offer surplus property 
to any government body which, be- 
cause of the nature of the item, obvi- 
ously could not make use of it or which, 


for other defined reasons, would not 
be interested in purchasing it. 


| eens trade channels are the 
hardy perennials of surplus dis- 
posal. They’re to be used as far as 
practicable. Sales are to be handled so 
that they won’t disrupt normal busi- 
ness. Speculators and promoters are to 
be barred. Big hitch to this high- 
minded position is that it’s almost im- 
possible to agree on what’s “regular” 
and who’s a “speculator.” Leftover 
brokers, already mushrooming all over 
the country, claim they’re in a “regu- 
lar” line and are beginning to do a 
thriving business. Then, too, it’s not 
hard to glorify speculation as “risk 
capital.” Just as efforts to bar new- 
comers from reconversion have bogged 
down, it’s equally likely that there’ll be 
plenty of spots in the surplus picture 
for adventurers. Established business 
can minimize this development only by 
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discarding its lackadaisical attitude to- 
ward surpluses. Many sectors of the 
business community haven’t realized 
that the best way to overcome the com- 
petitive threat of war surpluses is to 
participate actively either in their dis- 
position or in joint efforts to withhold 
them from the market. 

The speediest outlet for most types of 
leftovers is distributors, who are, 
therefore, in a key spot to get favored 
treatment. They can manage larger 
quantities and cover larger areas than 
most manufacturers or retailers. They 
can usually pay higher prices than 
manufacturers and, while they must 
buy below the retail level, only a few 
large retailers can compete with them 
in the amount of leftover business they 
can handle. These are natural economic 
advantages that place the distributor 
in “first row center” for leftover dis- 
posal. 


 epandieg interests won’t be neg- 
lected. While buyers near the site 
of surpluses have a definite freight dif- 
ferential advantage, undue geographi- 
cal concentration of surpluses will lead 
to charges of regional favoritism. This 
makes some form of equitable geo- 
graphical distribution of leftovers 
pretty certain. This policy, however, 
will certainly not go as far as desired 
by the McCarran Senate committee. 
McCarran recently recommended that 
on V-E Day Congress freeze all gov- 
ernment-owned plants in eleven eastern 
and northeastern states, and that sale 
or lease of such plants be made only 
on condition that the industries desir- 
ing the new plants agree to scrap an 
equal amount of old plant space. How- 
ever, there’s a good chance that sup- 
porters of this position will get a good 
JAN. 18, 1945 


deal of what they’re fighting for. Thus, 
wherever only a fraction of certain 
types of plants can be sold while the re- 
mainder must be scrapped, reasonable 
preference in selecting the plants to be 
sold is likely to be given to underindus- 
trialized sections of the country in the 
South and West. 

Former owners and tenants get pref- 
erential treatment in the disposition of 
surplus real property acquired by any 
government agency since 1940. Under 
the Surplus Property Act, the former 
owner is entitled to repurchase his 
property, at either the acquisition price 
or the current market price, whichever 
is lower, if it’s not required by any Fed- 
eral agency. If the original owner 
doesn’t exercise this option, any tenant 
at the time of acquisition is next in line. 
While this provision is intended to 
benefit farmers primarily, it is also ap- 
plicable to business property of all 
kinds. 


Buying Surplus War Plants 


P OLICIES for the sale or lease of sur- 
plus war plants are probably more 
uncertain than those of any other as- 
pect of the disposal probem. The Sur- 
plus Property Act accentuates this un- 
certainty. It makes further delay un- 
avoidable by requiring review of most 
war plant sales by Congress and the 
Department of Justice. 

Sales of the following types of plants 
which cost the government more than 
$5,000,000 must be reviewed by Con- 
gress: 

(a) aluminum plants and facilities; 

(b) magnesium plants and _ facili- 
ties ; 

(c) synthetic rubber plants and fa- 
cilities ; 

(d) chemical plants and facilities; 
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(e) aviation gasoline plants and fa- 
cilities ; 

(f) iron and steel plants and facili- 
ties; and 

(g) pipe lines and facilities used 
for transporting oil. 


These seven types of plants and fa- 
cilities may, however, be leased for as 
long as five years without congres- 
sional review. Note that aircraft plants 
and facilities, aircraft and aircraft 
parts, shipyards and related facilities, 
transportation facilities, and radio and 
electrical equipment may all be sold in 
lots of $5,000,000 or more without 
congressional review. 

Sale or lease of any plant which cost 
the government $1,000,000 or more 
must be okayed by the Attorney Gen- 
eral. This means that more than 15 bil- 
lions of the government’s 16-billion- 
dollar investment in war plants will 
receive Department of Justice anti- 
monopoly scrutiny. 


HESE provisions of the Surplus 

Property Act should make pros- 
pective purchasers move cautiously in 
buying any war plant until congres- 
sional and Department of Justice poli- 
cies are clarified. This is true whether 
a particular plant costs more or less 
than $1,000,000 or $5,000,000, and 
whether or not the possible purchaser 
has an option to buy. What is done 
with the larger plants in the seven in- 


dustries listed above will not only be 
decisive factors in those industries but 
will affect the entire economy of post- 
war America, While the decision on 
purchasing war plants should usually 
be delayed, there is no need (a) to stop 
gathering information on what surplus 
plants are available, or (b) to halt 
tentative negotiations on properties in 
which the prospective buyer is inter- 
ested. A list of plants and plant prop- 
erty owned by the Defense Plant Cor- 
poration is now available. This so- 
called “briefalog” groups plants by 
state and describes them briefly. It also 
includes names of the regional repre- 
sentatives who should be contacted if 
the buyer is interested. For the list, 
write to Industrial Facilities Section, 
Defense Plant Corporation, Washing- 
ton 25, D. C., or inquire at a local RFC 
office. 

DPC is going ahead with its dis- 
posal plans despite the uncertainty cre- 
ated by the Surplus Property Act. It is 
circularizing option holders to deter- 
mine whether they plan to exercise 
their option to buy. Where lessees are 
willing to buy only at less than the 
option price, DPC will usually seek 
higher bids by advertising, direct con- 
tacts, etc. 


| Speen firms buying leftover prop- 
erty of any type and any firm, 
large or small, engaging in efforts to 


e 


“DETERMINING a fair price for leftovers is a problem that 

q will produce many headaches in the procurement agencies, as 
well asin SPB and OPA. There are opposing pressures in 
both government and business. Within the business world, 
manufacturers of new goods want high prices to kill off 
competition of leftover products. But business buyers want 
low prices for profitable use or resale.” 
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keep leftovers off the market, should 
keep a weather eye on the Department 
of Justice. The Surplus Property Act 
gives the Attorney General specific ad- 
ditional powers, but does not diminish 
in any way his blanket authority under 
existing antitrust laws. By the terms of 
the act, the Attorney General possesses 
virtual veto power over the disposi- 
tion: (a) of government-owned plants 
or other property which cost the gov- 
ernment $1,000,000 or more; and (b) 
of government-owned patents, proc- 
esses, techniques, or inventions, ir- 
respective of cost. 

Whenever any disposal agency be- 
gins negotiation for the disposition to 
private interests of such property, it 
must promptly notify the Attorney 
General of the proposed disposition and 
its probable terms or conditions. 
Within ninety days after receiving 
such notification, the Attorney General 
is to advise SPB and the disposal 
agency whether the proposed disposi- 
tion will violate the antitrust laws. 
Even if no advice is received from the 
Attorney General within ninety days, 
purchase of property covered by this 
section of the law without his approval 
is a risky proposition, since absence of 
approval within the stipulated period 
does not prevent subsequent antitrust 
prosecution. Therefore, the purchaser 
should clear with the Department of 
Justice whenever there’s the slightest 
doubt about his antitrust position. 


Making the Most of Negotiated Sales 
HILE negotiated deals, sealed 
bids, and open auctions are all be- 

ing used in selling leftovers, the tide 

is running strong in favor of negoti- 
ated sales. The Surplus Property Act 
permits sales to be made without re- 
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gard to any existing legal provision for 
competitive bidding. The law also con- 
tains a specific clause releasing disposal 
officials from personal liability for 
losses in surplus sales they negotiate in 
good faith. Fear of personal liability 
has been the chief reason why govern- 
ment officials were generally inclined to 
favor sealed bids. Bids and auctions 
will continue, however, where speed 
isn’t too important and where they’re 
customary in normal sales. For in- 
stance, it’s an old Missouri custom to 
sell mules at open auctions. It’s likely 
that leftover Army mules will frequent- 
ly be distributed in this fashion. 


High or Low Prices? 

1 apaearac a fair price for left- 

overs is a problem that will pro- 
duce many headaches in the procure- 
ment agencies, as well as in SPB and 
OPA. There are opposing pressures in 
both government and business. Within 
the business world, manufacturers of 
new goods want high prices to kill off 
competition of leftover products. But 
business buyers want low prices for 
profitable use or resale. These opposite 
attitudes are reflected in the approach 
of OPA and SPB to the surplus pric- 
ing problem. While OPA’s primary 
interest is to set price ceilings to pre- 
vent users from overpaying, SPB's 
chief concern is to set price floors to as- 
sure the greatest possible return to the 
government. 

Present balance of forces is still in 
favor of the high-price people. Because 
of wartime shortages, leftovers could 
frequently be sold above ceiling prices 
for corresponding new products if 
OPA had not applied ceilings to such 
sales. 

Several boats 


thousand rubber 
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Cash or Credit? 


— sales have undoubtedly been discouraged in many cases 
by the rigorous cash terms usually in effect. This deficiency has 
been remedied by the Surplus Property Act, which authorizes any dis- 
posal agency to make sales for cash, credit, or other property. The only 
restriction on credit is that, in the case of (a) raw materials, (b) con- 
sumer goods, and (c) small tools, hardware, and nonassembled articles, 
no extension of credit shall be for a longer period than three years.” 





rejected by the Army were grabbed up 
in a day or two—and at pretty high 
prices—when put on sale recently by a 
big New York department store. 

Similar to price floors but usually 
less rigid in effect are special pricing 
rules for specific commodities. Some- 
times, as in the case of surplus stand- 
ard machine tools, these take the form 
of depreciation formulas. More usu- 
ally, as in the case of surplus aircraft, 
they involve pricing rules appropriate 
to a particular commodity. 


hg addition to price floors and specific 
pricing rules, a continuance of the 
general 75 per cent pricing formula 
now used in setting prices for termina- 
tion leftovers can be expected. Assump- 
tion is that a 25 per cent profit margin 
isn’t sufficient to attract speculators, 
but is big enough to encourage legiti- 
mate distributors, dealers, and war con- 
tractors to dispose of leftovers. How- 


ever, it’s a good bet that the 75 per cent 
formula topples by the time hostilities 
end. One big loophole that exists right 
now is the permission to sell at less 
than 75 per cent of cost or market price 
after a “reasonable” time. The term 
“reasonable” has been left conveniently 
undefined so that, if necessary, lower 
prices can be quickly established. While 
returns from leftover sales won’t hit 
the low of World War I—35 cents on 
the dollar—they’ll almost surely be 
closer to 50 per cent than 75 per cent. 

Small lots—so-called nominal quan- 
tities worth less than $2,500—and left- 
overs from contract cancellations 
where the entire termination claim is 
less than $10,000 before disposal cred- 
its, offer buyers an immediate oppor- 
tunity for lower prices. For such trans- 
actions there is no price floor. They 
present an excellent opportunity for 
small business to get leftover materials 
and products at lower than usual prices. 
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Cash or Credit? 


| panei sales have undoubtedly been 
discouraged in many cases by the 
rigorous cash terms usually in effect. 
This deficiency has been remedied by 
the Surplus Property Act, which au- 
thorizes any disposal agency to make 
sales for cash, credit, or other property. 
The only restriction on credit is that, in 
the case of (a) raw materials, (b) con- 
sumer goods, and (c) small tools, 
hardware, and nonassembled articles, 
no extension of credit shall be for a 
longer period than three years. 


Guaranteed or.As-is Merchandise? 


O NE knotty problem in selling left- 

overs is the extent to which mer- 
chandise will be guaranteed. While no- 
body expects that the government will 
offer a 90- or even a 30-day warranty 
on items like jeeps, purchasers can 
legitimately demand: (a) that surplus 
property be accurately described and 
classified by disposal agencies, and (b) 
that the goods when delivered are ex- 
actly as described when purchased. If 
errors in quantity or quality turn up 
when merchandise is delivered, appro- 
priate adjustments in kind or in price 
differentials should certainly be per- 
mitted. With businessmen in charge of 
most sectors of the surplus disposal set- 
up, this development is extremely 
likely. 

Surplus nomenclature will be 
modeled on regular trade terms, so that 
buyers will frequently be able to know 
what is being offered without visual 
inspection. Where inspection of goods 
is necessary, however, it’s likely that a 
system for showing adequate samples 
of merchandise at regional disposal 
offices will be worked out. 
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Keeping Leftovers off the Market 


wm the policy—first enunciated 
in the Baruch-Hancock report— 
of selling “all you can as soon as you 
can” will be the rule for most surpluses, 
there are a number of fields in which 
this objective cannot be obtained with- 
out business dislocation. There are in- 
dustries in which postwar surpluses 
will be so large that they could, if re- 
leased, saturate the market for years 
to come. Disposal and price policies that 
are entirely satisfactory for goods in 
short supply may be definitely ruinous 
for overabundant commodities like 
basic metals and minerals, machine 
tools, and many metal products. 

To control this situation the govern- 
ment has available—in addition to the 
device of price floors previously dis- 
cussed—three main techniques: (1) 
stockpiling of “strategic” materials; 
(2) restricting importation of left- 
overs; and (3) withholding from the 
market any surplus not covered by the 
preceding controls. 


STOCKPILING encouraged. The Sur- 

e plus Property Act provides for the 
stockpiling of strategic metals, min- 
erals, and other materials. In most 
cases, such surplus stocks will be frozen 
for at least a year. The only exception 
to this rule is that owning agencies shall 
not transfer to the stockpile any 
amount of strategic minerals and 
metals which WPB estimates Ameri- 
can industry will need in the next six 
months for purposes other, than war 
production. To meet this deficiency, 
owning agencies may dispose of min- 
erals and metals at current market 
prices. Strategic minerals and metals 
include: copper, lead, zinc, tin, mag- 
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nesium, manganese, chromite, nickel, 
molybdenum, tungsten, mercury, mica, 
quartz crystals, industrial diamonds, 
cadmium, fluorspar, cobalt, tantalite, 
antimony, vanadium, platinum, beryl, 
graphite (and aluminum or any other 
minerals or metals which the Army and 
Navy Munitions Board may determine 
to be necessary for the stockpile). 

It is important to note that the War 
and Navy departments have practically 
unlimited power to add products to the 
stockpile. They can request that other 
“strategic” materials in addition to 
metals and minerals be added to the 
stockpile. Moreover, strategic metals 
and minerals are defined broadly to in- 
clude partially and completely fabri- 
cated articles of which the principal 
components by value consist of such 
minerals and metals. This offers a 
loophole by means of which almost all 
metal products can be stockpiled. 
Theoretically, to be sure, fabricated 
articles which may be disposed of at 
values “substantially” in excess of the 
metal market price of their component 
minerals and metals are excluded; but 
the act nowhere defines what is meant 
by “substantially.” 


2 Imports of surpluses restricted. 
e The Surplus Property Act sets up 
the policy of prohibiting, so far as 


feasible, the importation into the 
United States of surpluses sold abroad 
or exported from this country. 


WITHHOLDING surpluses from the 

e market. The Surplus Property 
Act marks a shift in the use of govern- 
ment stockpiling from accumulating 
critical materials in order to meet a 
shortage to withholding them from the 
market in order to combat an over- 


supply. However, the stockpiling pro- 
visions of the act can be made to apply 
to fabricated products and nonstrategic 
commodities only by an extremely 
loose construction of their meaning. To 
withhold such items from the market 
when desirable, SPB is therefore ex- 
pected to resort to its general authority 
to specify the “times at which” left- 
overs may be sold. 


Wa the Surplus Property Act 
makes no official provision for 
the use of Industry Advisory Commit- 
tees, it is expected that SPB and the 
disposal agencies will continue to avail 
themselves of the advice of WPB 
IAC’s, pending the formation of spe- 
cial committees for surplus disposal. 
There is some congressional pressure 
for specific legislation authorizing In- 
dustry Advisory Committees to be set 
up to help determine specific surplus 
disposal policies. Chances are that the 
Attorney General will try to circum- 
vent enactment of such legislation by 
writing a letter to SPB specifying the 
extent to which IAC’s may be used in 
surplus disposal activities. The im- 
munity of IAC’s from antitrust prose- 
cution covers their surplus disposal ac- 
tivities—as in other fields—only so 
long as their functions are purely ad- 
visory. Committees may not take ac- 
tion on their own initiative on recom- 
mendations they have submitted, nor 
may they try to determine policies for 
an industry, attempt to compel anyone 
to comply with any government request 
or order, or make agreements as to spe- 
cific industry action. 

Plans for withholding surpluses 
from the market may also be developed 
by a small number of firms in an in- 
dustry, rather than on an industry-wide 
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basis. Any such joint action plan should 
have specific clearance from the De- 
partment of Justice. The proposal must 
(a) be sharply defined and definitely 
limited in time, (b) make clear how its 
operations will help smooth reconver- 
sion in industry, and (c) that it doesn’t 
exclude competitors or bar new en- 


trants. Pending formation of Industry 
Advisory Committees by the SPB or 
disposal agencies, applications for ap- 
proval should be sent to the neighbor- 
ing WPB Industry Division. If WPB 
approves the plan, it will be passed on 
for clearance with the Department of 
Justice. 





Rocket Transit for the Future? 


OCKET engine power forms the basis of large new postwar 
R industries, G. Edward Pendray, assistant to the president 
of Westinghouse Electric & Manufacturing Company, said re- 
cently, reporting that engines already developed could cover 
the 260 crow-fliight miles between Cincinnati and Pittsburgh 
in five or six minutes. 


Speaking before Cincinnati members of the American In- 


stitute of Electrical Engineers and the American Society of 
Mechanical Engineers, Mr. Pendray declared that other factors 
such as projectile or plane design and adequate control preclude 
realization of such service “for mail, express, or other cargo” 
for at least ten years. Mr. Pendray is secretary and a founder 
of the American Rocket Society. 


“With the Navy spending $100,000,000 a month on rockets, 
the Army asking for an appropriation of $150,000,000 for 
them, and millions being spent in the development of jet pro- 
pulsion engines and airplanes, we can no longer look upon 
rocket power as a dream of the future,” he said. “It is already 
big business.” 
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Radio and the New World 


Of the many vital postwar problems to be solved, 
if established peace is to prevail, those relating to 
this form of communication may, in the opinion of 
the author, prove to be among the most vexatious. 


By HERBERT COREY 


HE war was over. All the nations 
te friends again. Each knew 

the rocket bomb plans of the 
others and it began to look as though 
another war actually would not pay. 
The new plastic money seemed to be 
working about as well as gold used to 
work. Optimists thought that within a 
few years the aviation tangle would be 
unscrambled. Then Albania threw the 
first stone. 

She erected a huge broadcasting sta- 
tion. A station that was as far outsize 
of tomorrow as are the four super- 
senders of today the United States now 
operates on its coasts. They sent the 
news of the American election around 
the world. If their operators had 
wished they could have jammed many 
of the important channels. There would 
be no way of keeping them out, any 
more than the great German official 
stations during the Second War had 
any way of keeping out the ghost voice 
which jeered when Der Fuehrer talked 
to his Nazis and the other Germans: 

“Fooey,” grunted the ghost. “Der 


Fuehrer iss a dumkopf. Ge-toss him a 
rug.” 

Albania was not satisfied with the 
world-wide radio arrangements. The 
King had just married a new American 
wife whose father had so much plastic 
money that imagination was nauseated 
and she demanded Frequency Modula- 
tion and Television and electronic foot- 
warmers for the Albanian winter 
nights — the King having proven 
rather less than caloric—and Albania 
had been turned down. She had pointed 
out that she was one of the small 
friendly nations but that she was pre- 
pared to get unfriendly if she was 
pushed around any more. 

Her huge new supersender would 
enable her to jam waves from Tirana 
to Moose Jaw, and what could be done 
about it? No nation wanted to go to 
war to spite the Queen. If the United 
League ordered out its Protective 
Forces all the other small friendly na- 
tions would yell murder, they being all 
set with batteries of megaphones any- 
how. It was doubtful whether the 
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Peace Treaty specifically provided 
against Germany bootlegging hot 
waves to the Queen’s cold feet, and 
if such a provision could be interpreted 
into the Treaty millions of humani- 
tarians would outcry against this in- 
credible barbarity. 

Therefore Albania got her way. 

And all the other small nations began 
to whimper about their mistreatment. 

So the Big Three and a Half nations 
gathered up all their radio fats—tele- 
phone, telegraph, cables, land wires, 
facsimilies, heat and power waves— 
and threw them in the fire. 


N°“ of this is impossible. It 
may sound a little marijuana, 
now that we are near enough vic- 
tory to begin to develop soft spots, 
like an apple that has been left on the 
radiator. But it is not impossible. Only 
the friendly nations are being consid- 


ered, on the assumption that we will 
be able to make the enemy nations be- 
have when the war is over. Tariff pacts 
will be made between nation and na- 
tion, as always, and there will be no 
reason for other nations to interfere if 
Canada and Patagonia cannot agree. 
If Russia does not want our planes to 
fly over her steppes she can refuse 
without making it a casus belli. If 
France insists on sticking a 10-cent 
stamp on letters mailed to the United 
States and only a 6-cent stamp on let- 
ters to Brazil we might be annoyed, but 
that’s all. These things are in essence 
debates between nation and nation. 

But one little pig-eyed nation could 
jam the radios of half the world and 
nothing could be done about it except 
go to war. 

Or knuckle down. 

This illustration of a possible im- 
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probability is offered to emphasize the 
complexity of the job now being con- 
sidered by the radio representatives and 
the governments of all the friendly na- 
tions. This is not literally true at this 
moment, some of the governments hay- 
ing had their attention distracted. But 
it will be true eventually, for radio is 
the one thing that covers all humanity, 
No one individual knows at this mo- 
ment what scientists may be able to do 
with the spectrum tomorrow. The 
needs of the war may have jumped 
radio use and knowledge ahead by 
twenty years. When military secrecy is 
lifted experimenting will begin as of 
AD 1965 instead of 1945. No scientist 
will say today: 

“Well, we have come to the end. 
There is nothing more to know about 
radio or to do with it. We have it all.” 


it is conceivable that when a nominal 

peace is declared the world may be 
separated into a series of armed camps. 
The United League, by whatever name 
it may be called, is being set up to pre- 
vent such a catastrophe, but already 
cracks are appearing in the structure. It 
may be possible to weld them and make 
the league safe. But human nature be- 
ing what it is, the antagonisms which 
have plagued Europe for 1,000 years 
may reappear, and be added to by the 
fresh antagonisms created by the addi- 
tion of the United States to the strug- 
gle for safety and dominion. 

Every sane man hopes that nothing 
of this kind will develop. 

There is no space in which to carry 
out this unpleasant thought to the 
minor decimals. 

It is at least possible that groups may 
be formed under the heading of Britain 
and Russia and the United States and 
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France and Asia and Latin America 
with smaller nations figuring as pawns 
and accessories, and with the reasonable 
certainty that sooner or later—sooner, 
if the Nazis are destroyed—Germany 
will play its part. For Germany can- 
not be destroyed. 

The one thing these nations and 
groups will have in common is radio. 
Cable and wire communication can be 
controlled by nations that are nervous 
or hostile or disposed upon the inter- 
national fences. Radio cannot be con- 
trolled. Not even today’s radio. No one 
will have forgotten the incident in 
which the Byrd expedition to the South 
Pole found its official means of com- 
munication cut off by a storm, and 
one of its radio operators rigged a puny 
little sender out of bits and pieces and 
an amateur in the United States caught 
the feeble message on his $40 outfit and 
got it through to The New York 
Times. That is being repeated today in 
every one of the warring European 
countries. 


{= problem under present consid- 
eration by all the governments in 
the world is what to do about radio in 
peacetime. 

Certainly all the major friendly gov- 
ernments are considering this. The ma- 
jor enemy governments may be giving 


it only academic consideration, for they 
may not be given a voice in postwar 
radio plans. The minor states must be 
doing their best to listen in to the de- 
liberations of the great powers, for a 
minor state may be certain of at least a 
nuisance value after the war. A small 
Latin American or European state, for 
example, might refuse radio privileges 
to all nations but Germany or Japan. 
Kent Cooper, head of the Associated 
Press, told in The Saturday Evening 
Post recently how the greater Euro- 
pean powers drenched the world with 
their propaganda to our disservice. 
Yet a cross-grained small power 
might assert its right to independence. 
In which case it could only be con- 
trolled by some form of force. Other 
small powers would in their turn resent 
this. The current case of Argentina 
may be cited in evidence. No matter 
how loyal to the cause of the United 
Nations they are, some of the Latin 
American countries are critical of our 
attempt to control Argentinian acts. 
The censorship bars us from knowing 
all the facts, but some of them have 
come through. The final agreement of 
the United League might require the 
adhesion of all the smaller states to a 
clause ceding the right of control to 
the Big Three and a Half countries. A 
smaller state might decline to sign. So 


e 


one will have forgotten the incident in which the Byrd ex- 


q “Rapio cannot be controlled. Not even today’s radio. No 


pedition to the South Pole found its official means of com- 
munication cut off by a storm, and one of its radio opera- 
tors rigged a puny little sender out of bits and pieces and an 
amateur in the United States caught the feeble message on 
his $40 outfit and got it through to THE NEW YORK TIMES. 
That is being repeated today in every one of the warring 


European countries.” 
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it could only be compelled to sign by 
force. Force is aggression, and ag- 
gression is what a state thinks it is. 


UMNER WELLES wants the world 
states to make speech and religion 
free. 

But some of the smaller states are 
already beginning to define any pres- 
sure to this end by the great states as 
unqualified aggression. 

Britain in effect owns the British 
radio and cable networks, although 
private companies do the operating. 
The British post office is tied in and 
controls the telephone and telegraph. 
The combination is a lulu. No com- 
munication to or from the British Isles 
escapes the government touch at some 
point. American businessmen have 
found this to be a fact. 

Of course Britain wishes to retain 
this position. Britain must have export 
trade if she is to live. That is not only 
assented to but it is being shouted 
aloud. It is to our interest that she re- 
tain her health for she is not only our 
best customer, but if or when the Third 
War breaks she is the only country in 
the world on whom we can count for 
more or less cooperation. A French- 
British group seems certain, and if the 
United States is tied in the combination 
could dampen down any Third War 
sizzle that might be threatening, as- 
suming that Russia does not start any- 
thing. No one thinks Mother Russia 
will. So they say. 

Therefore it is definite and certain 
that when peace returns we will give 
British trade the oxygen treatment. 


B” we must make up our minds as 
to the precise point at which our 
generosity becomes unwisdom. We 
JAN. 18, 1945 


too need export trade. Businessmen 
and industrialists, as distinguished 
from economists, say that if our na- 
tional income is to be maintained at a 
level which will enable us to pay our 
debts and have running water in our 
bathrooms, we must look on foreign 
trade as being as important as our do- 
mestic business. Having the interests of 
both countries in mind we appear to 
have our choice between: 

An over-all agreement between the 
two governments by which world trade 
and raw resources shall be allocated be- 
tween them. That would be totalitarian- 
ism. If that were to come about the 
present discussion about world-wide 
radio control is wasting time. The 
British Board of Trade and an equiva- 
lent body on this side of the Atlantic 
would issue orders. There can be lit- 
tle doubt that the British preference 
would be for government-controlled 
trade. Every sign points that way. 

Or we could insist on the mainte- 
nance of individual enterprise. We 
grew up in it. We prospered in it. 
The generally held theory that Ameri- 
cans have been so enormously success- 
ful because of our raw resources may 
be at least challenged, for the war has 
demonstrated that other countries 
have even more of a great many 
things than we have. They merely did 
not make use of them as we did. Gov- 
ernment clerks told their businessmen 
what they could and must do. Our men 
got out and hustled as, for example, 
our telephone companies did. Tele- 
phoning isn’t a raw resource— 


N° matter how kind and neighborly 
we may be after the war to Brit- 
ain and any other needy country it 
seems evident that we should expand 
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Importance of Foreign Trade 


“.. we must make up our minds as to the precise point at which our gen- 

erosity becomes unwisdom. We too need export trade. Businessmen and 

industrialists, as distinguished from economists, say that 1f our national 

income is to be maintained at a level which will enable us to pay our debts 

and have running water in our bathrooms, we must look on foreign trade 
as being as important as our domestic business.” 





our communications — radiotelephony 
and telegraphy and wire and cable serv- 
ices and fast air mail when civilian fly- 
ing is again possible—not only for 
present convenience but for future pro- 
tection. The day might come when we 
will wish to stop giving, or find it im- 
possible to go on tossing, our good dol- 
lars away out of sheer kindness of 
heart. 

If we then find that we cannot get 
into ports with our radio and cable sta- 
tions, into which we could get today— 
while we are still giving—and be met at 
the city gates by mayors in silk hats and 
dancing drum-majorettes, we can 
blame ourselves. No proposal which 
would injure any other nation has yet 
originated in America. But there are 
other nations which would trim us 
down to taproot size. 

Our privately owned companies can- 
not buck the British government and 
they know it. When we, the British and 


the Americans, have recovered Indo- 
China and Madagascar and the Dutch 
East Indies for their former occupants 
we will want to have a right of access. 
Now is the time to get it. There is big 
radio business ahead in China when we 
have wiped out the Japs. A business- 
man in New York will wish to talk 
with a customer in Shanghai. No one 
knows what the Chinese position might 
be. Recent events have somewhat 
chilled our Chinese honeymoon. The 
French were pretty free with Lafayette 
and the Statue of Liberty but they have 
always been—as they should be—right 
canny in business matters. Russia 
plays close to her buttons. 


ber State Department and the 
other departments concerned and 
the FCC insist that our interests are to 
be protected. No one doubts the sincer- 


ity of this statement. The nature of 
the protection still remains obscure. 


85 JAN. 18, 1945 





PUBLIC UTILITIES FORTNIGHTLY 


It is fair to assume that all the Eu- 
ropean governments will directly con- 
trol all means of communications out- 
going and incoming. If this pill looks 
a little bitter to us some apricot jam 
may be put in the spoon. Private capi- 
tal may be permitted to take a chance. 
Subsidies may be granted. Dividends 
may be guaranteed. But the prime min- 
ister in the palace will be the boss. The 
smaller countries will okay whatever 
the big ones say. 

This is and has been the European 
system in all matters affected with in- 
ternational relations, It is argued with 
conviction that the continuous ferment 
of commercial and maritime and politi- 
cal rivalries makes it compulsory. 

Assuming that the preceding state- 
ments are true—and they are believed 
to be—the United States is left as the 
sole champion of private ownership in 
the field of international communica- 
tions. 

In every other country in the world 
—pending the readmission of Germany 
and Japan into world fellowship, if 
ever — international communications 
will either be a direct function of gov- 
ernment or in effect an arm of govern- 
ment through part ownership, legal re- 
strictions, or subsidies. 


Y  agnsoaiasen must be devised by which 
our government may be able at 
need to speak for all of our interna- 
tional communications interests and 
with authority, and yet not interfere 
unduly with the rights of management. 

The British government can, if it 
wishes and our government consents, 
establish a BBC station on the Aleu- 
tian islands. Its only value would be 
political although it would be a com- 
mercial station in the books. If our 
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government wished to put up a station 
on one of the Malayan islands it 
would be nakedly political in its func. 
tions. The government has no power 
to direct one of the American radio 
companies to do anything of the kind, 
If a clandestine arrangement were 
made to subsidize and control such a 
station it would be immediately discoy- 
ered and highly suspect. Various sug- 
gestions have been made for govern- 
ment part-ownership or for govern- 
ment representation on boards of di- 
rectors, or for government subsidies 
under more or less transparent cloaks. 
None have been welcomed by the in- 
terested companies, which fear any 
plan of the kind would be merely an 
introduction to full government own- 
ership. 

No one has ever suggested that 
in unsettled periods the American com- 
munications companies would not be 
completely at the service and control 
of the government. Their loyal co- 
Speration has been demonstrated. 

The situation is full of headaches. 


UGH BaILLiE, head of the United 
Press, on his return from Eu- 
rope, restated his conviction that the 
free exchange of information between 
countries minimizes the danger of war. 
But his experience has been that some 
of the European countries have not 
wanted their people to have the truth. 
“Sometimes we found that the 
newspapers were afraid to print it 
after they got it.” 

It is conceivable that a privately 
owned American company might find 
its freedom of operation in an Eu- 
ropean country interfered with. If it 
had no governmental backing it would 
be helpless. Our government could 
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threaten reprisals and perhaps get 
some satisfaction if both countries 
were members of an international ra- 
dio control body. If the dispute were 
country versus country it is not likely 
that anything would happen. Musso- 
lini interfered with the transmission of 
news to Italy. If our State Department 
had protested it could only have hoped 
to hear one of Mussolini’s more vio- 
lent yowls. 

The question at this point, however, 
is what will be the nature of the rela- 
tions between privately owned Amer- 
ican companies and the American gov- 
ernment. 

The American Telephone and Tele- 
graph Company may be cited as an 
example. 


r should be stated at this point that 
nothing in this article traces to the 
AT&T, or the FCC, or any of the 
other organizations. It is simply the 
expression of one observer, who has 
obtained his information from many 
sources, and formed his judgment for 
himself. 

So far as can be discovered no criti- 
cism of the AT&T has been voiced by 
anyone, with the exception of the few 
who shout that it is a monopoly, and 
are so obsessed by that word that they 
would break it down and swap com- 
petence for chaos. During the war it 


has worked so closely with government 
that it has been in effect a part of gov- 
ernment. In peacetime its network 
covers the world so nearly that an 
American may talk to any country 
which has as many telephones as 
Lowell, Massachusetts. This foreign 
service has been built up at its own cost 
and loss. It has never paid a profit and 
it may never pay one until the whole 
world is again peaceful and busy. The 
AT&T wishes to maintain it not only 
because it may pay sometime, but be- 
cause it is an immense convenience to 
its domestic users. The government 
wishes it continued. 

Recent history proves that in times 
of stress the AT&T would cooperate 
fully with the government. No one 
questions that. To be realistic about 
it the company would have no choice. 
The company has followed the Amer- 
ican practice of reducing rates and 


thereby expanding the volume of busi- 
ness. 

No quarrel there. But it must have 
some protection against radar and 
television, which gobble up frequen- 
cies like famished men do the GI ra- 


tions, and Frequency Modulation, 
which is coming up fast. FCC Com- 
missioner Jett recently pointed out that 
the use of radar coastal protection by 
British steamships on our coasts could 
raise hell in every port they enter. 


e 


government and they know it. When we, the British and the 


q “Our privately owned companies cannot buck the British 


Americans, have recovered Indo-China and Madagascar and 
the Dutch East Indies for their former occupants we will 
want to have a right of access. Now is the time to get it. 
There is big radio business ahead’ in China when we have 
wiped out the Japs. A businessman in New York will wish 
to talk with a customer in Shanghai.” 
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Such protection can only be given by 
the government. 


Sue governmental control must be 
exercised in order that the fre- 
quencies needed by the departments— 
Army and Navy, Commerce, State, and 
so on—shall be protected and, at the 
same time, that the commercial serv- 


fear that some elements of the govern- 
ment will ask that several government 
representatives shall be placed on the 
board of directors, which might re- 
sult eventually in an attempt to con- 
trol operations, which would be a 
camel’s nose of government ownership 
—and definitely an interference with 
individual enterprise, which made the 


country great and which led to the 
world net of radiotelephones and tele- 
graphs. Lord only knows what's 


ice shall not be impaired by the greed 
of some of the minor departments 
which do not need frequencies for their 
relatively slight use. There is room for 








Modern Phone Man Finds Bed Useless 


eee thing O. M. Anderson, secretary and manager of the 
Huron (Kansas) Telephone Company, seemingly wants 
most is a little time in bed and fewer state and government 
reports to file. 

He sent a couple of reports last spring to the state depart- 
ment of revenue and taxation and, while fighting the man- 
power problem, hoped to find time some day to get other report 
blanks on his desk filled out. In a letter to Chairman Ljungdahl 
of the state tax department, Anderson said: 

“Enclosed are two reports and if God keeps my strength up, 
I will in a few days get all the other reports to you. Please 
inform the departments so they will rest easier about it. 

“Folks, I have been and am yet doing five people’s jobs; I 
absolutely work day and night. I never go to bed. It is over a 
year since I was in bed. Every few days I drop down on a 
lounge and relax and sleep from an hour to three, and up 
and at it again. 

“You have been kind and I will send the balance of the 
reports in soon.” 
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Original Cost in Public 
Utility Accounting 


ParT ITI. 


In this, the concluding article of the present series, the author 
declares that an investment should not be condemned or de- 
vitalized solely because it is in intangibles rather than in material 
goods; that the intrinsic rights of all should be recognized ; that 
equity will then flourish and original cost accounting endure. 


By JOHN H. BICKLEY 


accounts of purchased intangibles, 

the opponents of this practice cite 
cases in which manufacturing com- 
panies have written off such items.’ 
But this procedure is not universal, 
neither does it establish an accounting 
principle or rule that would make 
amortization mandatory. And even 
though a manufacturing enterprise 
has written off intangibles, such assets 
may continue to exist in fact and to 
have value. 

Moreover, it is a mistake to set up 
the accounting practices of manufac- 
turing companies as all-prevailing cri- 
teria for regulated industry. Condi- 
tions are so different, as in the pricing 
of products or services, that the same 


3 challenging the retention in the 


1It should be noted that manufacturing 
companies measure the cost of intangibles pur- 
chased in connection with acquisitions of go- 
ing properties as the excess of acquisition cost 
over the sound value of physical property, and 
not as the excess over original cost. 


accounting standards and methods are 
not entirely applicable. The prices 
charged by manufacturers are free 
from public control in normal times. 
Earnings may be whatever can be 
realized and they are not related by 
government prescription to the value 
of properties or to the investment 
therein. For this reason, the ex- 
tinguishment or retention of intangi- 
bles as an accounting record has wholly 
different implications from those ex- 
isting with utilities. A manufacturing 
establishment may write off its intangi- 
bles with immunity, but this is scarcely 
so fora public utility, especially accord- 
ing to FPC views. Reality sug- 
gests that when a public service enter- 
prise writes off any asset, it will have 
little prospect of being allowed a return 
thereon, particularly by the FPC. 


2 The original cost procedure in public util- 
ity accounting is itself justified by the peculiar 
nature of public utilities. 
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Capitalization Rate and Period 
Of Earnings 

HARLES W. SMITH, accounting 
witness for the Federal Power 
Commission, reasons that the capitali- 
zation of earnings at a certain per- 
centage rate is tantamount to the ex- 
pectation of earnings for a definite 
period of years. Thus, a capitalization 
rate of 10 per cent is ‘construed to be 
the purchase price of earnings for ten 
years, and that the earnings may be ex- 
pected for this period only. He explains 
that this method is used to estimate a 
price that can be paid for intangibles, 
but apparently fails to see that the 
amount of “ten,” not “ten years,” is 


merely the reciprocal of 10 per cent. 
The process he seems to have in 
mind is this: The purchase of a going 
concern is contemplated. In order to 
estimate the amount to be paid, these 


steps are taken: 


1. An estimate is made of normal 
earnings. 

2. An estimate is made of the sound 
value of tangible assets to be acquired. 

3. A percentage rate of return is 
applied to the sound value of the tan- 
gible assets and the dollars of return 
thereon thereby estimated. 

4. The estimated dollars of return 
on tangible assets are deducted from 
total estimated normal earnings, and 
the balance of earnings is assumed to 
be the return on intangible assets. 

5. The apparent earnings on intan- 
gibles are capitalized at some rate, and 
a value for the intangibles estimated. 

6. The purchase price is measured 
as the sum of items 2 and 5, above. 


Fortunately, in a business transac- 
tion of this kind, such theoretical and 
rigid views do not prevail. Business 
judgment, if sound, is more flexible 
and is not guided solely by arithmetical 
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computations of the character de 
scribed. The price paid for a going 
concern, while having some relation: 
ship to such objective data as are avail- 
able, is a result, in the last analysis, of 
bargaining between buyer and seller. 
In the bargaining, statistical indica- 
tions and estimates are usually com- 
promised. 


HE informed investor would know 

at the outset that the estimate 
placed on the tangible assets would be 
essentially for classification of total 
price paid, particularly for depreciation 
expense and income tax purposes. The 
percentage rate applied to tangible as- 
sets, while perhaps being related to the 
cost of money, including a return on 
common stock, would not be exact, be- 
cause exactness is unnecessary in thé 
study. The use of this rate, say 10 per 
cent, is not translatable into earnings 
for ten years. It is the same as ten 
times the earnings. The capitalization 
of earnings above those estimated on 
the tangible assets does not mean that 
the life of the intangibles is the recipro- 
cal of the percentage rate, nor does it 
yield the price that will be paid fora 
business in excess of the estimated 
value of tangible property. 

The investor is concerned about total 
returns that can be obtained from a 
venture. He may pay the present 
worth of a series of earnings over the 
life of the enterprise, if there is a basis 
for this computation. More often he 
cannot forecast the entire period of 
earnings, so he estimates average earn- 
ings for a practically indefinite period 
and capitalizes this amount at some 
percentage rate. In his review of all 
pertinent facts, he considers, along 
with other things, the value of the 
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tangible assets to be acquired and may 
give these more or less weight than 
other assets, depending upon the na- 
ture of the business and the particular 
conditions obtaining. But, specifically, 
the estimate of tangible property is 
largely for the purpose of future de- 
preciation charges. In any event, the 
application of a capitalization rate is 
not a measurement of the life of either 
tangibles or intangibles, and the dis- 
tinction between the two groups of as- 
sets is a classification process. 


Asis a utility purchases a going 
property it normally expects to 
operate in the area for an indefinite 
period. When the price is based on ex- 
pected earnings, the earnings are esti- 
mated at an average amount to be 
realized indefinitely, although there 
may be expectation of a gradual in- 
crease, or even decline, beginning with 
the date of acquisition and projected 
for a forecastable period. In the esti- 
mate of earnings, consideration will 
be given to such matters as vulnerabil- 
ity to rate attacks and the possible ef- 
fects on earnings, just as attention will 
be directed to economic conditions, 
volume of business, wage scales, ma- 
terial costs, tax levels, etc. But if the 
period of forecast is ten or twenty 
years, it is not assumed that the busi- 
ness will survive only that long or that 
it fixes the life of the earnings. The 


use of a limited period of forecast sim- 
ply evidences the limitations of a fore- 
cast. 

As an illustration, average annual 
operating net income may be estimated 
at $650,000. The purchaser may capi- 
talize these earnings at 63 per cent and 
pay $10,000,000 for the property. But 
the purchasing utility does not assume 
that the 63 per cent is the equivalent of 
$650,000 annual earnings for 15.3846 
years and that at the end of that period 
the investment will be lost. The capi- 
talization rate is not even translated 
into years, because this kind of rela- 
tionship does not exist. 


y pursue the illustration further, 
the sound value of the physical 
property acquired in the purchase might 
be estimated at $9,000,000. The re- 
maining $1,000,000 of the $10,000,- 
000 purchase price would be attributed 
to intangibles—going value, integra- 
tion value, or service-area value. 
Nevertheless, this classification of in- 
vestment for accounting purposes does 
not alter the expectation of average 
earnings of $650,000 annually for an 
indefinite period. If the $650,000 is 
realized, and as long as it is, the entire 
$10,000,000 is a sound investment and 
the intangibles are as real and as good 
as the tangibles. If, on the other hand, 
the earnings realized are only $325,- 
000, instead of $650,000, then on the 


e 


. it is a mistake to set up the accounting practices of 


“ee 
q manufacturing companies as all-prevailing criteria for reg- 
ulated industry. Conditions are so different, as in the pricing 


of products or services, that the same accounting standards 
and methods are not entirely applicable. The prices charged 
by manufacturers are free from public control in normal 
times.” 
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basis of a 63 per cent return the prop- 
erty proves to be worth only $5,000,- 
000. Some or all of the intangibles fail 
to materialize and some of the physical 
property is lost. An impairment 
throughout the array of fixed assets 
ensues. 

The association of a percentage rate 
of capitalization with an expected 
period of earnings is reflected by sim- 
ilar thoughts expressed by other em- 
ployees of the Federal Power Com- 
mission : 


This process of capitalizing anticipated 
earnings is no more than a process of lifting 
yourself by your bootstraps . . . you are 
merely going through a hocus-pocus by 
which, when you have accomplished it, a 
commission in fixing rates must then accept 
that as a basis for giving you the rates which 
you have anticipated you will get. 

When a prospective purchaser is contem- 
plating a purchase of a public utility prop- 
erty, does he, in determining the price he 
should pay, capitalize anticipated earnings 
for an indefinite period of time? 

In determining the purchase price he is to 
pay, I think you said there is a practice of 
multiplying the earnings by a certain figure. 
Doesn’t that involve a limitation as to years? 

Suppose he concludes that the earnings 
would last only fifty years. Does he, in de- 
termining the price he is going to pay, say 
that he is willing to pay the seller fifty times 
the one year’s earnings? 

And he has made an investment at such a 
rate that the income merely repays the in- 
vestment; isn’t that so? 

Suppose he is interested in making an in- 
vestment, and the security merely has a 10- 
year period to run, I wanted to know... 
whether the purchaser, in determining the 
price he would pay for the security, capital- 
izes the anticipated income for the entire 10- 
year period. 

If he pays ten or twenty times the annual 
income then at the end of the ten or twenty 
years he has recouped his investment, is that 
right? 


HESE and similar statements and 
questions suggest that when a 
public utility property is purchased at 
a certain number of times estimated 
earnings, or when earnings are capi- 
talized at a given percentage rate, there 
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is thereby decided the period of earn. 
ings. This is patently fallacious. 

The questions suggest further either 
of two other views. One is that the 
investment should be written off over 
a period of years found by a division 
of the percentage rate into 100 per 
cent. Simply stated, the life of an in. 
vestment is not measured in this way, 
The alternative view is that when the 
aggregate of earnings equals the 
amount paid for the property, the in- 
vestor should be satisfied and surrender 
his claim to the initial investment. The 
latter is clearly the meaning of the last 
question quoted above. 

In the association of a rate of 
capitalization of earnings with the 
number of years the earnings should be 
expected, there is a distressing confu- 
sion between return on and return of 
investment. When an investor pur- 
chases for $1,000 a bond bearing 5 per 
cent interest, the 5 per cent does not fix 
the term of the bond at 20 years, and it 
certainly does not mean that the invest- 
ment value will expire in 20 years, the 
number of years in which the interest 
would amount to $1,000. The bond 
may mature in 5, 10, 20, 30, or 100 
years. The 5 per cent is the annual rate 
of return, and even though $250, $1,- 
000, or $5,000 is received as interest, 
the repayment of the principal is ex- 
pected. 


” connection with utility property, 
the anticipated rate of return might 
be received for 20 years or much 
longer, and there is nothing intrinsi- 
cally inequitable or unfair if it is. There 
would be indication of a wise invest- 
ment. And if the rate of capitalization 
is 6 per cent, it does not follow that be- 
cause 16% times 6 per cent is approxi- 
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Flexibility of Business Judgment 


es. pata judgment, if sound, is more flexible and is not guided 

solely by arithmetical computations of the character described. 

The price paid for a going concern, while having some relationship to 

such objective data as are available, is a result, in the last analysts, of bar- 

gaining between buyer and seller. In the bargaining, statistical indications 
and estimates are usually compromised.” 





mately 100 per cent, the investment has 
been recouped in 16% years. 

There are occasions on which a sep- 
arate appraisal of intangibles is made 
in the general manner described. That 
is, earnings above those calculated on 
the value of the tangible assets are 
given a certain estimated period to run 
and the earnings are then capitalized 
at some percentage rate. Nevertheless, 
the estimated period of earnings does 
not indicate a proper rate of capitaliza- 
tion, nor does the capitalization rate 
yield the period of earnings. The two 
are separate determinations. 

In addition, the use in an appraisal 
of a higher capitalization rate for in- 
tangibles than the percentage rate of 
return applied to tangibles may be 
questioned. Graham and Dodd point 
out 


that under modern conditions the so-called 
‘“fntangibles,” e.g., good will or even a highly 
efficient organization, are every whit as real 
from a dollars-and-cents standpoint as are 


buildings and machinery. Earnings based on 

these intangibles may be even less vulnerable 

to competition than those that require only 

a cash investment in productive facilities.3 

From an investment standpoint, an 
intangible like good will may prove 
more profitable than tangible assets. 
Bloomberg, in a study of common 
stocks, found that on the basis of mar- 
ket yield and increase in value good 
will stocks (companies in which good 
will is a prominent factor) have been 
more advantageous to the investor 
than the “physical asset stocks.’ 


wm from general discussion, there 
is no reason to assume that the 
intangibles of a public utility purchased 
at a reasonable price lack vitality and 
there is certainly no implication that 
earnings are excessive. 


$8 Benjamin Graham and David L. Dodd, 
“Security Analysis.” 

4 Lawrence N. Bloomberg, “The Investment 
Value of Good Will.” 
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Proposed Treatment of Account 100.5 


= 1934, while with the public serv- 
ice commission of Wisconsin, the 
writer prepared, for consideration of 
that commission, systems of accounts 
for electric and gas utilities that pro- 
vided the original cost procedure in the 
recording of property acquisitions.® In 
substance, the method was the same as 
that contained in systems later adopted 
by the Wisconsin and other commis- 
sions, but the accounting disposition 
of amounts in the acquisition adjust- 
ment account was covered in more 
specific detail. 


The acquisition adjustment was di- 
vided into two main subaccounts. The 
first of these was to record the excess, 
if any, of the cost of acquisition over 
the value of the property as found by 
the commission in connection with the 
acquisition or with the authorization 
of securities to finance the property. If 
the commission had made no finding 
of value, the cost to the accounting 
company was to be accepted in lieu 
thereof for accounting purposes, in the 
absence of conclusive evidence to the 
contrary. Further provision was made 
that the excess of purchase price over 
original cost was to be accounted for 
subsequently in such manner as the 
commission might authorize or direct 
in each case. However, it was pro- 
posed that the method should be such 
that operating expenses were not 
charged with an amount exceeding the 
value of the property. If the cost ex- 
ceeded value, any provision for amor- 
tization or any writing off of the ex- 
cess was to be charged to net income or 


5 The Wisconsin commission was the first to 
adopt, in a system of accounts effective Janu- 
ary 1, 1932, the original cost principle for prop- 
erty acquisitions. 
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surplus. The regulatory basis for this 
plan of disposal was that an amount 
paid for property in excess of value 
was a risk of the owners and was not 
to be recorded as an operating ex- 
pense. Implicit in the provision was 
the view that from the standpoint of 
rates and utility financing, the purchase 
price was excessive and that the com- 
mission would be justified in ordering 
immediate or future write-off. 


HE second subaccount was to re- 

cord the difference between com- 
mission value and original cost to the 
extent that value did not exceed pur- 
chase price. This difference was to be 
accounted for by cause and the amount 
due to each was to be recorded sep- 
arately as: 

(1) Going value. 

(2) Water-power value. 

(3) Changes in construction costs 

and price levels. 
(4) — to be specified if possi- 
e. 


A plan for each component of the 
excess of commission value over orig- 
inal cost was set forth. 

Basically, the amount for going 
value was to be retained in the adjust- 
ment account “until such time as the 
utility service of the company in the 
area to which the going value relates 
is sold or abandoned,” but it was pro- 
vided further that if the commission 
directed that the going value be writ- 
ten off it should be to net income or 
surplus. The reason for this proposal 
was that going value is in the nature of 
an enterprise cost, that it has an inde- 
terminate life, and that it should be re- 
tained in the accounts as long as the 
company renders service in the area or 
until there is a permanent loss or de- 
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dine in value. Inasmuch as no provi- 
sion was made for periodic amortiza- 
tion by operating expense charges, 
when a loss occurred by abandonment 
or sale of the service, or otherwise, 
such as by permanent impairment of 
yalue, the write down or write-off 
would be made at the time of retire- 
ment, and hence any loss would be 
charged to net income or surplus. The 
procedure left open the possibility of 
periodic amortization of the going 
value, as of any other portion of 
legitimate investment, if the facts war- 
ranted, and it recognized the permis- 
sibility of operating expense charges. 


i due amount included in the ac- 
quisition adjustment account for 
water-power value was to be retained 
therein “until the water-power site to 
which the water-power value is ap- 
plicable is sold or abandoned,” but it 
was provided further that if the com- 
mission directed that the water-power 
value be written off it should be to net 
income or surplus. The basic rule was 
to retain the water-power value as a 
record of a portion of the total invest- 
ment made in hydraulic land and land 
tights, because the amount in the ad- 
justment account for water powers is 
as much a portion of the investment in 
the lands and rights as the original 


cost segment of the property. The orig- 
inal cost and the additional cost of the 
water powers are identical costs to the 
owner. The treatment to be accorded 
the original cost of the lands must like- 
wise be accorded to the acquisition ad- 
justment segment of the investment. 
Since hydraulic lands are generally 
nondepreciable and nonamortizable, 
the investment, in total, is retained in 
the accounts until the site is aban- 
doned or sold. If and when this oc- 
curs, any loss suffered at the time is 
chargeable to surplus. 

With respect to an amount included 
in the adjustment account for changes 
in construction costs and price levels, it 
was proposed that the amount be de- 
tailed according to the utility plant 
accounts in which the original cost of 
the physical property was classified. It 
was then provided that “unless other- 
wise directed or authorized by the 
commission, provision shall be made 
for the amortization of the amount 

..” by periodic charges to an op- 
erating revenue deduction account in 
the same category as depreciation ex- 
pense, offset by credits to a reserve for 
amortization in accordance with 
methods prescribed for depreciation or 
amortization of other costs of utility 
plant. Upon retirement of physical 
property to which this portion of total 


e 


per cent interest, the 5 per cent does not fix the term of the 


q “WHEN an investor purchases for $1,000 a bond bearing 5 


bond at 20 years, and it certainly does not mean that the in- 
vestment value will expire in 20 years, the number of years 
in which the interest would amount to $1,000. The bond may 
mature in 5, 10, 20, 30, or 100 years. The 5 per cent ts the 
annual rate of return, and even though $250, $1,000, or 
$5,000 is received as interest, the repayment of the prin- 


cipal is expected.” 
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investment relates, the acquisition ad- 
justment segment was to be recorded 
in the same manner as the original 
cost component of the purchase price; 
namely, by a credit to the plant ac- 
count and a charge to the reserve ac- 
count for the loss on depreciable prop- 
erty retired. Since a portion of this 
element of acquisition adjustments 
might apply to land, no reserve thereon 
would ordinarily be provided. 


_ fourth component of the ex- 
cess of commission value over 
original cost was a “catchall” to cover 
unforeseen circumstances. It was to 
be treated in such manner as the com- 
mission might authorize or direct in 
each case. No other course appeared to 
be feasible. 

From the foregoing, it is clear that 
no fundamental distinction was made 
between the original cost component 
of an investment in a going property 
acquired and the acquisition adjust- 
ment component, within the confines of 
value. The only thing sought, and the 
only thing embodied in the new systems 
of accounts, is to report in one account 
the original cost of property acquired 
and in another account the difference, 
if any, between investment and orig- 
inal cost. This is solely a matter of 
classification of total cost for the pur- 
pose of preserving information useful 
to regulation. It casts no shadow on 
the validity or soundness of invest- 
ment and it does not change the nature 
of the property. Consequently, there is 
no occasion for one accounting treat- 
ment of one segment of the total cost 
of a certain kind of asset and another 
treatment of the other segment of the 
same cost. Some plant is depreciable 
and the depreciation or amortization 
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should be applicable to the total invest. 
ment therein, wherever recorded, 
Other forms of property, such as land, 
are generally nondepreciable ; hence no 
amortization is provided, except for 
limited-term interests. Still other 
property, such as organization costs, 
indeterminate franchises, and going 
value, is associated with the enter. 
prise and is retainable in the ac- 
counts. 


HILE intangibles of indetermi- 
nate duration may properly be 
retained in the accounts as long as they 
exist and have value, amortization 
might not be objectionable, but there 
should be full disclosure of the process. 
The writing off or writing down of an 
asset of continuing value is an unusual 
accounting procedure which might be 
misleading to investors and others. 
However, there is no economic prin- 
ciple or accounting rule which makes 
amortization mandatory. It should be 
discretionary with owners and man- 
agement. Regulatory authority should 
impose its will, if empowered to do so, 
only in an appropriate proceeding, such 
as one involving rates, security issues, 
or capitalization, in which the utility 
may be heard on the quality of its in- 
vestments and the value of its assets. 
Moreover, if, in the future, purchased 
intangibles are not to be considered as 
a basis for earnings, then, in fairness 
to investors, utilities should be so ad- 
vised and they should be afforded an 
opportunity to recover through expense 
charges any proper and reasonable in- 
vestment that is to cease to have value 
for earnings purposes. 
Nothing said herein implies that 
utility investments have always been 
prudent, especially when judged by 
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subsequent events. Time has shown of it. Risk is still inherent in utility 


invest. 

séeae that unwise expenditures have been enterprise. But an investment should 

1s land jg made on construction and on proper- not be condemned or devitalized sole- 

nce ra ties acquired, and on tangible property ly because it is in intangibles rather 

pt for 2 Well as on intangibles. Excessive than in material goods. All circum- 
other I prices have sometimes been paid and _ stances and results should be examined. 
costs, fg When this has occurred the owners When this is done, there can follow a 
going should carry the burden. The public course of action that recognizes the in- 


makes no guaranty that a utility will trinsic rights of all. Equity will then 
earn an adequate return on its total in- flourish and original cost accounting 
vestment or on any particular portion will endure. 
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0 S0, Birds Bite Lineman 

9 A LINEMAN for the New Jersey Bell Telephone Company 
Pr faced an unexpected emergency recently while working 

ility atop a telephone pole in Newark, New Jersey, when he was 
} in- attacked by two sparrow hawks who mistook his operations for 
sets. a threat to their nest in an adjacent tree. 

used The birds swooped down on him, fluttered above his head, 
1 as clawed, pecked, and harassed him until he almost lost his spike- 
less shoe footing. Then the birds swooped down at four school 
ad- children who were watching from the street. The children fled. 
an Another spectator ran into his house near by, seized a shot- 
nse gun, and went to the roof. He was then in closer proximity to 
in- the nest and able to bring the maddened pair of birds down. 
hie Residents in the area urged the destruction of the nest, 60 

feet above the street, before the eggs hatched. 


hat 
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Wire and Wireless 
Communication 


ion to establish a national panel to 
make recommendations to the War 
Labor Board on cases involving the tele- 
phone industry were announced on De- 
cember 21st. The WLB said that all 
regional boards had been instructed to 
forward to the panel all pending cases. 
Disputed cases which have been set for 
regional hearings will be conducted as 
scheduled, but reports of the hearing 
agents will be sent to Washington. 

Theodore W. Kheel, executive direc- 
tor of the board, was said to be prepar- 
ing a report of the board dealing with 
questions of the panel’s jurisdiction, its 
structure, and procedure. 

Final details were expected to be an- 
nounced following a scheduled meeting 
of the board on December 27th. The 
jurisdiction of the new panel was dis- 
cussed at an earlier meeting on December 
18th among officials of the AT&T, 
United States Independent Telephone 
Association, and the National Federation 
of Telephone Workers. USITA repre- 
sentatives were Harold V. Bozell, Vern 
E. Chaney, Richard A. Lumpkin, and 
Clyde S. Bailey. Bell representatives 
were Assistant Vice President Sanford 
Cousins of the AT&T, T. Brooke Price, 
and Walter Gordon Merritt, attorneys. 
The National Federation of Telephone 
Workers was represented by its presi- 
dent, J. A. Beirne, and Vice President 
John J. Moran, as well as its general 
counsel, Aloysius Philip Kane. 

The panel will be composed of two 
members each representing public, in- 
dustry, and labor, with alternates and 
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substitutes for each. Substitutions may 
be made in the labor representatives in 
those cases which may arise involving 
AFL, CIO, or other union organizations 
not affiliated with the National Federa- 
tion of Telephone Workers. It was not 
immediately determined whether the 
panel’s work would include cases involv- 
ing independent manufacturing com- 
panies or Bell manufacturing  sub- 
sidiaries, including Western Electric and 
Bell Laboratories. 


ACHINERY to handle disputes in the 

telephone industry was created on 
December 30th by the National War 
Labor Board with the appointment of 
Pearce Davis and Henry J. Meyer as 
chairman and vice chairman of the panel. 
Both represent the public. Two industry 
and two labor members would be named 
later. 

Mr. Davis has been assistant director 
of the wage stabilization division. He 
was assistant professor of economics at 
Hunter College and head instructor in 
the department of economics at Harvard 
University. 

Mr. Meyer served as executive as- 
sistant to the board and later became 
chief of the national case review section. 


* * * 


HE special House committee which 
for two years has conducted a 
stormy investigation of the Federal Com- 
munications Commission wound up its 
study of the much-criticized agency on 
January 3rd, with submission to the 
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House of a clean bill of health for the 
commission signed by the 3-man Demo- 
cratic majority and a bitter indictment— 
or two of them—signed by the 2-man 
Republican minority. 

The commission emerged unscathed in 
the 25,000-word majority report, and its 
recent chairman—James Lawrence Fly, 
the focus of much bitter controversy— 
won not only an “acquittal” but credit 
for leaving the commission “better than 
he found it.” The majority report was 
signed by the committee chairman, 
Representative Clarence F. Lea of Cali- 
fornia, and Representatives Edward J. 
Hart of New Jersey and J. Percy Priest 
of Tennessee. The minority dissents were 
written by Representatives Louis E. 
Miller of Missouri and Richard B. Wig- 
glesworth of Massachusetts. 


* * *K x 


War Labor Board panel recom- 
mended last month that the Chesa- 
peake & Potomac Telephone Company 
eliminate all borrowed employees by 
February 15, 1945, in accord with a 
union agreement. 

The panel also suggested that here- 
after no operator borrowed for emer- 
gency purposes from other cities should 
be reimbursed for living expenses for 
more than four months. It was this issue, 
the payment of living expenses to out- 
of-town operators, which threatened re- 
cently to precipitate a nation-wide walk- 
out of telephone operators. 

The panel recommended that the op- 
erators’ starting rate be increased $4, that 
the top rates be lifted $3, and the maxi- 
mum be reached in eight years, instead 
of the present ten. 

The company had offered a $5 start- 
ing increase and a $2 increase in the top 
rate of $33 and a reduction in the pro- 
gression schedule to eight years. 


* * *K 


| ees A. Porter, who was director of 
publicity for the Democratic Na- 
tional Committee during the recent cam- 
paign, was appointed chairman of the 
Federal Communications Commission by 
President Roosevelt on December 21st. 


The President had sent Mr. Porter’s 
nomination to the Senate several weeks 
ago, but because of Mr. Porter’s absence 
from the city on business, hearings were 
not held by the Senate Interstate Com- 
merce Committee, and the nomination 
was not taken to the floor for confirma- 
tion. 

The recent appointment was an in- 
terim one, and Mr. Porter took his oath 
of office soon after it was announced. 

Stephen T. Early, presidential secre- 
tary, said the interim appointment had 
been made to enable Mr. Porter to gain 
experience in his new post between that 
time and the convening of the new Con- 
gress this month, when the President 
will again send his name to the Senate. 

a oe 


|) pereangy BELL TELEPHONE ComM- 
PANY officials recently defended 
their long-standing contract for Amer- 
ican Telephone and Telegraph Com- 
pany services, which were estimated to 
cost $1,004,956 for the year 1944. 

Thomas N. Lacy, vice president and 
general manager for the company, de- 
clared that the license contract agree- 
ment with AT&T has existed since 1904 
and is “to the advantage” of the Michi- 
gan Company. He declared that the 
AT&T makes its patents and inventions 
available to Michigan Bell and also helps 
it to raise capital. Lacy said: 

The American Company in a very real 
sense, therefore, is a central organization 
which does things for the Michigan Bell and 

_other Bell system companies more efficiently 
and more economically than they could do 
for themselves individually. The fact that 
the work of such a central organization is of 
common benefit to all companies in the Bell 
system should not be a penalizing factor in 
state regulation. 

If it were not for the license contract, the 
Michigan Bell would have to perform sim- 
ilar services for itself if it were to maintain 
the same standards of service, and it would 
have to pay more for such services. 


Michigan Bell officials came to Lan- 
sing as the Michigan Public Service 
Commission reopened its show-cause 
hearing on why Bell rates should not be 
reduced to avoid Federal excess profits 
taxes. Michigan Bell had estimated that 
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its Federal liability for 1944 would be 
$4,402,000. 


* * * * 


OLLOWING close upon the strike vote 

taken by 6,000 long-distance tele- 
phone operators in New York city, the 
general executive committee of the Traf- 
fic Employees Association of the New 
York Telephone Company, representing 
local operators involved in a wage dis- 
pute with the company for nearly a year 
and now pending before the War Labor 
Board, voted on December 21st to take a 
strike vote among its 12,000 members in 
the metropolitan area. The committee 
announced that any strike action would 
be guided by the 30-day cooling off pe- 
riod provided for under the Smith- 
Connally Act. 

Similar strike votes have been taken in 
Philadelphia and St. Louis. 

The vote was taken early this month 
and resulted in a 9,600-to-250 decision in 
favor of a strike. It was indicated by the 
Traffic Employees, however, that they 
would delay action until they could strike 
simultaneously with the long-distance op- 
erators, 

The Traffic Employees Association, 
which has no connection with the Fed- 
eration of Long Line Telephone Work- 
ers, with which the 6,000 long-distance 
telephone operators are affiliated, em- 
braces local telephone operators, clerical 
and other employees of the New York 
Telephone Company in the five bor- 
oughs of the city and in Nassau, Suffolk, 
Rockland, and Westchester counties. 

The United States Conciliation Serv- 
ice on December 29th took in hand the 
wage dispute between New York’s long- 
distance operators and the AT&T. H. 
R. Colwell, regional director of the 
service in New York, appointed Concil- 
iation Commissioner James W. Fitz- 
patrick to arrange a conference with 
labor and management representatives. 


* *K * * 


TORIES from France are evidence that 
the Nazis did not interfere with 
every prewar activity of the French peo- 
ple, and one thing they did not stop was 
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television research. Result, France now 
has television comparable to the pictures 
we see on movie screens. And no other 
country has anything like it. 

Charles Collingwood, CBS reporter, 
cabled this information to his bosses at 
Columbia studios in New York recently, 
Ed Murrow, London representative for 
CBS, predicted just such an announce- 
ment on November 5th when he said 
“French television experts, under the 
very noses of German occupation av- 
thorities, have perfected a system which 
will transmit clear, sharper, and larger 
pictures than any transmitted in America 
or Britain before the war.” 

And that is not all. French engineers 
are reported ready for their new 1,000- 
line television, the type we speak of, with 
receiving sets and cameras. A French 
television scientist, claims that the whole 
world will change over to the French 1,- 
000-line system of visible broadcasts. 


a oe a 


HERE is interest in Congress in 

Federal aid in extending telephone 
lines to rural sections where service is 
not now obtainable. This is in response 
to farmer desire for the convenience 
even in remote sections. 

While the discussion is going on, there 
comes a simultaneous announcement in 
Alabama by the Alabama’ Power Com- 
pany and the Southern Bell Telephone 
Company that looks to wide extension of 
telephone service without the necessity 
of Federal aid. 

The announcement, however, does not 
envision two lines of wire, one for tele- 
phones and one for electric current for 
lighting and heating and power. Modern 
technical developments make possible 
telephone conversation over electrical 
lines carrying power. With only one 
line needed for both telephone service 
and electrical service, the cost of provid- 
ing the farmer with both conveniences 
will be cut. 

Hence it is possible for private enter- 
prise to provide service to scattered 
communities where the cost heretofore 
has been prohibitive. 
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Financial News 


and 
Comment 


By OWEN ELY 


Middle West Corporation 
(Series of holding company reviews.) 


ea West CoRPORATION is a 
$463,000,000 holding company, in- 
orporated in 1935 to take over the as- 
ets of Middle West Utilities Company. 
his reorganization accounts for the 
imple capital structure of the holding 
ompany—3,307,301 shares of common 
stock ($5 par). However, as the SEC 
did not participate in the reorganization, 
a considerable amount of system re- 
ramping has remained to be done to ef- 
fect system compliance with § 11 of the 
Utility Act. 

While, as the name suggests, the com- 
pany’s properties are in a broad belt in 
the middle section of the country, they 
extend over 13 states. and 2 Ca- 


nadian provinces. Obviously a number of 
subsidiaries will have to be disposed of 
to meet geographical requirements. Also 
there are important problems with re- 
spect to the recapitalization of subhold- 
ing companies, particularly as to the de- 
gree of subordination of the Middle 
West’s interests as compared with public 
holdings. 

In the calendar year 1943 Middle 
West took down in cash less than one- 
quarter of the consolidated system net 
income, about half of this being received 
in preferred dividends, and a little less 
than half in common dividends, with a 
small amount in interest and miscellane- 
ous income. Obviously, there is consider- 


‘able income “blockage” because of pre- 


ferred dividend arrears in the subhold- 
ing companies, or for other reasons. 


e 


Central & South West Utilities Co. ........... 
Central: Power Ge Eine CO. cs. s02 5+ 503s ooo 
Public Service Co. of Oklahoma 
Southwestern Gas & Electric Co. .......... 
American Public Service Co. .........eeee: 
West Temas Cette Cok. oo. kn yseceseeee 

Kentucky Weriteai@ds c. cnccq ct tacos caineane ee 
Dixie: Power Gr Light COs .iciecc ic eees cess s 
South Fulton Light & Power Co. ........... 
Old Dominion Power Co. .........s0eeeees 

Michigan Gas pert lectrie CO) S.66cks ccicceas sieve 

Middle West Utilities Co. of Canada, Ltd. ..... 
Great Dakesspewer. Co. coc. ccec cas cceesece. 

North West Utilities Co. ...........c.sceceees 
Lake Superior District Power 
Northwestern Public Service Co. ........... 
Wisconsin Power & Light Co. .............. 

South Beloit Water, Gas & Electric Co. .. 

Oklahoma Power & Water 

*Central Illinois Public Service Co. ........... 


——— 


*Not consolidated ; Middle West owns about 75 per cent interest. 
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Estimated 
Population Served 
(Thousands) 
515 
500 
302 


260 
405 
2 


State 

Tex. 

Okla. 

Ark., La., Miss., Tex. 
Tex. 
Ky.-Tenn. 
Tenn. 

Tenn. 

Va. 

Mich. 
Canada 

Ontario 3 

Mich.-Wis. 67 
Neb.-S. D. 122 

Wis. 282 

Ill. 5 
Okla. 34 
Ill. 498 


3,137 
JAN. 18, 1945 
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PUBLIC UTILITIES FORTNIGHTLY 


Based on population served, about liquidation of these companies was ap, 
two-thirds of the Middle West system is proved by the SEC October 25th, and 
controlled by the two subholding com- by Federal Judge Sullivan Novembe 
panies, Central & South West utilities 17th. A hearing was set for December 
and North West Utilities. These com- 29th for consideration of confirmationo 
panies are still overcapitalized, and the plan. Under the plan, public holders 
simplification of their capital structure, of Inland Power & Light collateral bonds 
together with a determination of Middle wil! receive an initial distribution of 
West’s true equity, is the major system $667.50 per bond, together with other 
problem. funds to become available later; deben. 

Central & South West also has a sub-__ ture holders receive $300 cash. Common. 
holding company, American Public Serv- wealth Light & Power bonds also ob- 
ice, and here also there are substantial tained $300 cash. Middle West Corpor: 
arrears on the 7 per cent preferred stock, tion receives for all its claims $260,78% 
though these have been reduced some- cash, shares of Arkansas-Missour 
what by extra payments. (In 1944, Power Corporation and Missouri Edison 
$12.25 was paid; $10.50 in 1943—leav- Company with an assigned value of 
ing arrears of $31.50.) Accordingly, $600,000, and a 26 per cent share of the 
there is a double problem here, though net balance resulting from sale of Kan- 
American Public Service controls only sas Power, etc. The total equity of Mit: 
about one-sixth of the Central & South dle West will not be very substantial 
West Utilities system. The pending reorganization of Midland 

United and Midland Utilities (two bank 
THER complicating factors in the rupt Insull holding companies) may also 
O system setup are (1) the owner- yield some small assets to Middle Wes. 
ship by Middle West of substantial 
amounts of preferred stocks in the sub- 
holding companies, and substantial mi- 
nority interest in some common stocks. West Utilities, has proceeded slowly. In 
Thus, Middle West owns 47 per cent of June, 1942, the SEC denied a plan sub- 
Central & South West Utilities’ $7 prior mitted in 1940, but another year was re- 
lien preferred, 100 per cent of the $6 quired to confirm this in the courts. In 
issue, 57 per cent of the $7 preferred, August, 1943, a new plan was filed which 
and 61 per cent of the common. Middle provided for a merger of Central & 
West owns 48 per cent of American Pub- South West and its subholding company, 
lic Service preferred although Central & American Public Service. The new cont 
South West owns practically all the com- pany would have only one issue of com- 
mon. In the case of North West Utilities, mon stock (3,655,951 shares of $10 par 
Middle West owns 60 per cent of the each). Of this amount, 50,000 would be 
7 per cent prior lien stock, 36 per cent sold to Middle West at $10 each to in- 
of the 7 per cent preferred, and all the prove working capital, and the re 
$6 preferred and common. There is a mainder would be distributed to the pre- 
minority interest in Michigan Gas & ferred and common stockholders of the 
Electric. (Middle West owns all the pre- two companies. However, progress with 
ferred, but only 72 per cent of the this plan had been delayed by the ques- 
common. ) tion of geographical integration, since 

Some system complications are being the SEC has not yet ruled as to whether 
ironed out with the current reorganiza- the South West system can be retained 
tion of Inland Power & Light. This was as a single integrated system. 
formerly controlled by Commonwealth Recently, Middle West announced that 
Light & Power, a subholding company of a substantial amount of its miscellaneous 
Middle West, but both companies have holdings would be sold in 1945 for an 
been in bankruptcy, and their dissolution estimated $13,500,000 (equivalent to 
is currently under way. The plan for about $4 a share on the stock). These in- 
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FINANCIAL NEWS AND COMMENT 


duded Arkansas-Missouri Power, Com- 
monwealth Light & Power, Inland Power 
& Light, Michigan Gas & Electric, Mid- 
dle West Utilities Company of Canada, 
United Public Service, Wisconsin Power 
«Light, and stock to be received through 
reorganization of Midland United. The 
holdings of Central & South West, ob- 
tained when that company is recapital- 
zed, will also be disposed of. 

Plans have not yet been definitely 
formulated for liquidation of the smaller 
sibholding company, North West Utili- 
ties. However, that company was re- 
ported a few weeks ago to have consid- 
ered the possibility of selling its holdings 
in Northwestern Public Service and 
Lake Superior District Power for cash, 
investing the proceeds in Wisconsin 
Power & Light ; the common stock of the 
latter company then to be distributed to 
its prior lien and preferred stockholders, 
according to their respective rights. 
Later, however, it was reported that the 
Wisconsin stock might be sold. 


VIDENTLY, a substantial part of the 

Middle West system must be liqui- 
dated, either because of geographic re- 
quirements or capital simplification of 
subholding companies. The company re- 
cently paid a capital distribution of $2 
to shareholders (in addition to a regular 
30-cent dividend). The company esti- 
mates dividend income for 1945 at $2,- 
169,028 which, with proceeds from sale 
of stocks in other companies, would 
bring cash resources to $18,430,000 at 
the end of 1945 (after allowing for pay- 
ment of 50 cents a share on the common 
stock). Thus the common stock (cur- 
rently quoted at 11, ex the $2.30 pay- 
ments) would as of December 31, 1945, 
have an estimated cash value of about 
$5.58 a share. It would still retain im- 
portant equities in reorganized Central 
& South West, Kentucky Utilities, and 
Central Illinois Public Service, etc. 


¥ 
“Beating the Gun’? 


ONG IsLAND LIGHTING COMPANY, 
when advised of the approval of its 
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reorganization plan by the public service 
commission of New York, immediately 
arranged for filing of an amendment to 
its certificate of incorporation, and the 
delisting of its old securities on the New 
York Curb Exchange with substitution 
of the new $4.20 and $3.60 preferred 
stocks and the new common. Some weeks 
previously a committee representing cer- 
tain holders of the preferred stock had 
asked the SEC to revoke the company’s 
exemption from the provisions of the 
Public Utility Holding Company Act 
(granted in March, 1936). The petition 
held that the company was now involved 
in interstate commerce (presumably be- 
cause it is furnishing power to some air- 
plane manufacturing companies, as it 
does not transmit any electricity over 
state lines). The committee considered 
the plan filed with the New York Public 
Service Commission as unfair, prefer- 
ring that a one-stock basis should be sub- 
stituted. 

It seems unfortunate for stockholders 
that the company decided to by-pass the 
SEC by immediately consummating its 
plan. The commission promptly asked 
the Federal courts for a stay, and, while 
the district court denied an injunction, 
an appeal to the U. S. Circuit Court of 
Appeals was quickly obtained. Judge 
Hand, in granting another temporary 
stay of the plan, said that this provided 
the only possible protection for proceed- 
ings instituted by the preferred stock- 
holders and the SEC. 

After only one day’s trading in the 
new securities, the Curb suspended trad- 
ing in these (as well as the old). It is 
also understood that the transfer books 
have been closed indefinitely pending 
outcome of litigation instituted by the 
SEC. While there has perhaps been 
some attempt to create an over-counter 
market, this is obviously rather imprac- 
ticable and stockholders are thus penal- 
ized for an indefinite length of time be- 
cause the company is caught in a tangle 
of regulatory jurisdiction. It would have 
been better to await clearance of the SEC 
difficulty before listing the new securi- 
ties—a ‘‘when-issued” market could have 
been created instead. While the claim that 
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the company is engaged in interstate 
commerce seems a little tenuous, obvi- 
ously this must now be settled by the 
courts, and the SEC may claim juris- 
diction on other grounds. 


"a gana recent cases where utility com- 
panies decided to proceed quickly 
with recapitalization plans, rather than 
wait for a final clearance of litigation, 
worked out more satisfactorily. United 
Gas Corporation proceeded immediately 
with the sale of $100,000,000 bonds on 
November 20th despite the fact that 
Samuel Okin had combated the plan in 
three courts and that the usual 90-day 
appeal period had not elapsed. As Mr. 
Okin has apparently lost his case, no 
legal difficulties have thus far arisen as 
a result of expediting the recapitaliza- 
tion. 

In the case of United Corporation, the 
plan to accept tenders of approximately 
45 per cent of preferred stock in ex- 
change for 1.8 shares of Philadelphia 
Electric and $6 cash (for each share of 
preferred) was put into effect about De- 
cember 4th although the petition of Ran- 
dolph Phillips for an order enjoining the 
proposal was not finally denied in the 
court of appeals until around the 18th. 
Since the company had not actually ar- 
ranged to exchange the stock, however, 
and was merely accepting tenders, this 
fact might have avoided legal complica- 
tions in the event that Mr. Phillips had 
been sustained. Whether or not the com- 
pany ascertained that Mr. Phillips would 
make no further appeal, is not indicated 
in press reports. 

In view of the many long delays en- 
countered by utility holding company 
plans in the SEC, it is interesting to note 
that in some cases at least the companies 
are anxious to make all possible speed 
after receiving SEC approval. In the 
Long Island Lighting Case, however, the 
company’s security holders have been 
unfairly penalized because the company 
did not defer to the commission. In the 
event of extended further delay, the 
commission might well ask the company 
to permit over-counter trading in the old 
securities. 


JAN. 18, 1945 


Ebasco Enters Financing 
Service Field 


age Services, INc., service sub- 
sidiary of Electric Bond and Share 
Company, has entered a new field—aid- 
ing any company (utility or other) which 
wishes to do financing. The company of- 
fers to take care of all the problems in- 
volved, such as preparation of data for 
the registration statement and prospectus, 
including maps, tables, and exhibits ; ar- 
ranging contacts and conferences with 
prospective buyers, supplying office space 
for conferences, and collecting comments 
from interested persons for revision of 
registration papers ; supervising the time 
schedule and the filing of statements with 
the SEC; preparing competitive bid- 
ding papers and “blue sky” applications; 
handling the printing, engraving, sign- 
ing, and delivery of new securities and 
helping to obtain their listing on an ex- 
change; and, finally, the follow-up job 
of preparing the annual reports (such as 
10-K) required by the SEC in later 
years. The company’s literature states: 


Financing and refinancing operations are 
of a character not usual in the day-to-day 
operations of a company’s business. They 
might occur only once in ten, fifteen, or 
twenty-five years and, consequently, the staff 
of a company is generally not fully pre- 
pared or intimately informed as to the many 
rules and regulations of the SEC and the 
procedure to be followed in the preparation 
of the numerous papers and documents nec- 
essary ... to meet present-day requirements. 

Ebasco Services, Inc., is in a position to 
supply trained personnel, thoroughly fa- 
miliar with all of the aspects incident to this 
type of a transaction and is competent, in 
collaboration with counsel, to guide, supple- 
ment, and implement the existing staff of a 
company, in the event financing or refinanc- 
ing operations are to be undertaken. 

We believe that our company is uniquely 
qualified to render this particular type of 
service to industrial and utility companies 
considering the fact that, since the enact- 
ment of the Securities Act of 1933, we have 
supplied such services to utility companies 
that have issued and sold securities in an 
aggregate amount of over $700,000,000. 


It was further stated that all of the 
services described were under the direc- 
tion of the officers of the client company 
and their counsel. 
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INTERIM EARNINGS REPORTS 


End of 12-month Period 3-month Period 
Period Last Prev. Inc. % Last Prev. Inc. % 
Electric-gas Holding Companies 


American Gas & Elec. Consol. ........ Oct. -$232: $230 Di a 
American Power & Lt. (pfd.) Consol. Oct. 72 904 D14 ip <i 
American Water Works Consol. ...... Sept. 5 ; DS $12 Sh 
Parent Co. ; ‘ ; D19 04 05 
Columbia:G, '&-E. Console. ..ccceccaces : ; E D7 D0O3 DOl 
Com. & Southern (pfd.) Consol. ...... : , J D13 a Ss 
Elec. Bond & Share (pfd.) Parent Co. . : 5 1.04 1.04 
Elec. Pr. & Lt. (1st pfd.) Consol. .... A Q ms “s 
Eng. Pub. Service Consol. ...........+. 
Parent Co. é : : rf 
Federal Lt. & Trac. Consol. .......... , . : 33 
Parent Co. : 1.43 19 i 
Middle West Corp. Consol. .......... . 94(c) .98(c) D4 35 
Nat. Pr. & Lt. Consol. ? 71 1.09 D35 18 
Niagara Hudson Pr. (pfd.) Consol. ... . 340 15.82 DIS 
North American Co. Consol. .......... ; 1.83 1.75 5 
Parent Co. : 1.47 1.20 22 
Public Ser. Corp. of N. J. Consol. .... 3 88 82 7 
Std. Gas & Elec. (pr. pfd.) Consol. ... . 12.33 12.74 D3 
United Gas Improvement Parent Co. .. 40 Las ae 
Consol. : 57 i 
United Lt. & Rys. Consol. ........000. Sept. 1.45(b) 1.69 


Electric-gas Operating Companies 


N 
ip 
> 


Boston amsOtet oe Ous eos cite cdcctens Sept. 
Central’ Hanois 1s Geiicus cccvewsses Sept. 
Commonwealth Edison Consol. ....... Sept. 
Conn. Lt. & Power Nov. 
Cons. Edison N. Y. ; Sept. 
Parent Co. Sept. 
Cons. Gas of Balto. Consol. .......... Sept. 
Delaware Power & Light Consol. .... Oct. 
Derby Gas & Electric Dec. 
Detroit Edison Console < .5 acc ccccccee Nov. 
Houston Lighting & Power Nov. 
Idaho Power Sept. 
Indianapolis P. & L. Consol. .......... Sept. 
Pacific Gas & Elec. Consol. .......... Sept. 
Philadelphia Electric 
Public Service of Indiana ; 
San DitgdCiee Gs eC. 6 oesccatecccccs Aug. 
Southern California Edison Consol. ... Sept. 


CO DNIGO 
minoau: 


off 


9 SHO es oi DE 
=~ 


60(d) 15 
ag a 


ENP NAR Re RNR RD 
Ww 
o2 00 


mn 
Ww 

RRNA, Pee Ne, 
ph oe aAwWn: 
RABROSRS: 


—_" — 
woo 
— eC 
pa ye 
W110 oO 
Punt 


Gas Companies 


Amer Lt: @ Prac Consak ..ccccsiscess Sept. 
Brooklyn Union Gas Sept. 
Consolidated Natural Gas Sept. 
El Paso Natural Gas Consol. ......... Oct. 
Lone Stat Gas COMsolh, «2 .occcescecsae Sept. 
Oklahoma Natural Gas Sept. 
Pacific Lighting: CONSE. 666 sics0¢050% Sept. 
Peoples Gas Lt. & Coke Consol. ...... Sept. 
Southern Natural Gas Consol. ........ Sept. 
United Gas Corp. Consol 

Washington Gas Light 


es 


2.23 
359 

74 
3.22 
3.14 
6.31 
1.86 


2.33 D19 


pits, woe 
HVS 
dN lo oR WY) 


00 Ny G0 in im 
DAR 

-o 

~ 

— 


m 


D—Deficit or decrease. (a) Estimated pro forma earnings on new common stock (before sinking fund). 
(b) Assuming dissolution plan of United Light & Power is consummated (appealed to Supreme Court). 
(c) Nine months ended September 30th. (d) After amortization of plant acquisition adjustments. 
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What Others Think 


The Expanding Market for Natural 
Gas—and Its Problems 


AST June at the Denver meeting, the 
Interstate Oil Compact Commission 
directed its regulatory practices commit- 
tee to make a study of the expanding 
market for natural gas, of its increased 
transmission beyond areas in which it is 
produced, and the advisability of setting 
up proper and regular standards concern- 
ing the functional uses of the product. 
Since that time this committee has made 
a preliminary investigation of some of 
these factors and at the recent winter 
quarterly meeting of the Interstate Oil 
Compact Commission at Jackson, Missis- 
sippi, submitted an outline report sketch- 
ing clearly the impact of the war and 
technological changes in general on the 
operations of the natural gas business. 
For the year 1943 the committee found 
that states now included in the interstate 
oil compact (producing 80 per cent of 
total reported gas marketed) sold natural 
gas along the following lines: 
Field consumption 
Domestic use 
Commercial use 
Carbon black manufacture 
Petroleum refineries 
Electric plants 


Cement industry 
Other industrial 


In the manufacture of war products, 
including high-octane gasoline, addi- 
tional fuel load has been thrown upon 
the refineries which have furnished 
among other products iso-octane, tritane, 
iso-butylene, butadiene, isoprene, acety- 
lene, toluene, comene, and styrene. Chem- 
ical compounds, such as the phenols, 
aldehydes, ketones, cresols, organic acid, 
resins, plastics, explosives, synthetic rub- 
ber, have been made from natural gas, 
refinery gases, or these gases in combina- 
tion with petroleum products. It is now 
estimated that our aviation gasoline con- 
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tribution to the conduct of the war 
amounts to in excess of 500,000 barrels 
daily of 100-plus octane gasoline. Ou 
natural gasoline products have contrib- 
uted appreciably to this huge amount of 
aviation fuel, although the bulk of it is 
supplied from our petroleum. 


N a weight basis it is estimated that 
the 1944 yield of crude oil in the 
United States will approximate 240,000, 
000 tons, and natural gas 100,000,000 
tons. Our 1940 production of chemicals 
included 800,000 tons produced from coal 
tar, and 1,800,000 tons from petroleum or 
other noncoal tar materials. The petro- 
leum tonnage consumed by the chemical 
industry in 1940 would represent but 
seven-tenths of one per cent of our 1944 
crude oil production, or only one-half of 
one per cent by weight of our total petro- 
leum and natural gas production. Our oil 
and gas constituents used in 1944 for 
synthetic rubber manufacture represent 
but two-tenths of one per cent of our 
petroleum production. Even with our ex- 
panded use for chemical production from 
petroleum and natural gas, it may be seen 
that our total production for 1944 will 
consume less than one per cent by weight 
of our petroleum and natural gas pro- 
duced for this year. The committee re- 
port stated: 

It may be inferred from this that even 
the expected expanded use of gas as a raw 
material for chemical products will not con- 
sume, in the immediate future, an apprect- 
able portion of our natural gas production. 

It is a known fact that Germany’s war 
has been motivated by fuel made principal- 
ly from coal and coal gases, by a process 
readily adapted to the utilization of methane 
as a raw material. Our oil and gas indus- 
try has been concentrating much research 
effort on perfecting an economic process In 
this country for utilizing methane for sup- 
plying a portion of our motor fuel market. 
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WHAT OTHERS THINK 


Pilot plants utilizing methane gas are turn- 
ing out synthetic motor fuels of desirable 
characteristics, including the high-octane 
values, but from the information obtainable 
it is felt that considerable improvement in 
the economics of the process must be made 
before motor fuel from this source will be- 
come highly competitive with gasoline from 
crude oil, as now being produced. 

The life of some of our major fields on 
the present market outlet will extend over 
a period of years so great that it may over- 
lap into an era where gas ceases to hold its 
present rank as a super fuel. It is under- 
stood that, in connection with our war ef- 
fort, a great amount of scientific effort has 
been directed toward the breaking up of 
the atom itself. Should success be achieved 
in this field of endeavor, and it is not en- 
tirely impossible of attainment, the utiliza- 
tion of gas, as well as other materials, for 
fuel, will be superseded entirely. 

With a rapidly expanding market, better 
prospective prices, and greater availability 
of equipment and materials, most of the 
gas now not being utilized for economic 
reasons may be collected and saved. The 
gas-producing states are now looking for- 
ward, under more advantageous marketing 
and price conditions, to the complete con- 
servation of this natural resource, now so 
beneficial to the American way of life. 


f jm picture is pretty rosy, but the 
present-day, matter-of-fact picture 
of natural gas marketing is far more 
complicated. No one knows this better 
than the Federal Power Commission, 
which last year first denied and later 
authorized an expansion of pipe-line fa- 
cilities from natural gas fields in Louisi- 
ana to connect with eastern marketing 
areas via Memphis over opposition of 
producing states which want to keep their 
supply at home. 

The Federal Power Commission has 
followed up this troublesome decision 
with an announcement of an exhaustive 
investigation into the state of the na- 
tion’s reserves of natural gas, its utiliza- 
tion, competition, and so forth, with a 
view to recommending further legisla- 
tion and formulating an over-all conser- 
vation policy. Congressional aid to this 
inquiry was promised in the Overton 
resolution carrying a special fund of 
$100,000, which failed of enactment in 
the eleventh-hour log jam of the dying 
session of the now defunct 78th Con- 
gress, But such congressional assistance 
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may be forthcoming early in 1945. In 
any event, the FPC is obviously caught 
right in the middle between demands on 
one side by gas-producing states that the 
export of their reserves be curtailed and 
restricted, and by increasing demands on 
the other side from eastern and middle 
western industrial areas for supple- 
mental supplies because existing sources 
of natural gas are becoming inadequate 
or failing. 

The Louisiana Public Service Com- 
mission has authorized the filing of an 
injunction suit in a Federal 3-judge 
court against the recent FPC order 
granting permission for the construction 
of the Memphis pipe line after the FPC 
denied the Louisiana commission’s mo- 
tion for rehearing in the Memphis pipe- 
line case. 

Battling on another front the Mem- 
phis Natural Gas Company is seeking 
an injunction from a Federal 3-judge 
court in Louisiana to restrain the Lou- 
isiana director of highways from cancel- 
ing highway crossing permits issued in 
connection with the Memphis pipe-line 
construction across Louisiana. 


N Texas the railroad commission 
I started its own investigation of the 
natural gas marketing and conservation 
problems in an effort to determine 
whether it should go through with its 
threatened order to close down certain 
natural gas production for export out 
of the state. At its hearings beginning 
in Austin December 19th some interest- 
ing viewpoints were developed. Most 
forthright in this first of a series of hear- 
ings to study the possibility of formu- 
lating a better state conservation pro- 
gram, Marshall Newcomb, attorney for 
Lone Star Gas Company, told the com- 
mission that the state has no power to 
regulate gas utilities operating in inter- 
state commerce under the Federal Con- 
stitution. 

Noting that Texas had gone on record 
before the FPC as opposing Federal 
regulation of the “end use” of natural 
gas, Newcomb said that if a state dis- 
courages its utilization as a fuel “it may 
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be sure that electricity from the great 
hydroelectric power projects of the Fed- 
eral government, as well as other sources 
of fuel and power, will ultimately and 
permanently displace natural gas.” 


OVING into the field of manufac- 
tured as well as natural gas, we 
find that there is also a prospective battle 
for markets. The executive board of the 
American Gas Association has recom- 
mended to the operating gas utility indus- 
try certain sales policies for their consid- 
eration in promoting the sale of gas ap- 
pliances and gas service, These policies, 
which are offered as suggestions only, 
are as follows: 


1, That national, regional, and state gas 
associations should codperate with all similar 
national organizations in all allied fields. 

2. That gas utilities should perform the 
task of promoting the sale of new and im- 
proved gas appliances to the point of as- 
sured customer acceptance. 


lation and service techniques, utilizing the 
cooperation of gas appliance manufacturers, 

6. That the gas utility should keep dealers 
informed as to the increased merchandising 
opportunities offered to them in the gas 
appliance field, e.g., additional lines, new 
products, new rates, etc. 

7. That the gas utility should inform all 
concerned with home construction and f.- 
nancing on all matters having to do with 
gas equipment and gas service. 

8. That the gas utility should provide or 
make available to dealers facilities for 
financing gas appliance instalment sales a; 
attractive and advantageous as the utility's 


own. 

9. That the gas utility should initiate and 
promote appliance sales campaigns with co- 
Operating gas appliance dealers. 

10. That home service and all other aids 
maintained by the gas utility should be made 
available to coOdperating gas appliance 
dealers. 

11. That the gas utility should provide 
full information as to its policies and prac- 
tices so as to establish a relationship of mu- 
tual understanding and confidence with the 
dealers. 


In his recent statement reviewing the 


__3. — as ee ae ee ——— accomplishments of the gas industry in 
izes, the activities of the gas utility shoulc the year 1944, J. French Robinson, 


be continued in such a manner as to main- 


tain continuing acceptance of gas service president of the American Gas Associa- 
and to increase the flow of gas appliance tion as well as of the East Ohio Gas 
sales through normal channels of distribu- Company, pledged the industry to a de- 


tion. 
4. That the gas utility should assume 


termined effort to improve the econom- 


responsibility for gas appliance sales train- ics of its operation and to expand cer- 
ing of personnel (utility and dealer alike), tain basic activities so that the benefits 
utilizing the codperation of gas appliance of gas service may be realized to the 


manufacturers. 
5. That the gas utility should assume 


fullest extent possible on a domestic, in- 


responsibility for training dealers in instal- dustrial, and commercial front. 





Irrigated Farms for Returning Service Men 


N a recent issue of Liberty magazine, power development, revenues from both 

Secretary of the Interior Harold L. of which, Mr. Ickes stated, would “re- 

Ickes wrote under the title, “Men turn a major part of the investment to 
Needed to Develop America,” of propos- the Federal Treasury.” 


als for the government to spend $3,000,- 


On newly irrigated lands alone, the 


000,000 during the three years follow- Secretary estimates “that a good living 
ing the war on extensive developments would be possible for at least 85,000 
planned by his department. farm families and 50,000 additional 

The Bureau of Reclamation of the In- families could find room for profitable 
terior Department would reclaim mil- farming on the semiarid lands to be fur- 
lions of acres of arid land in the 17 west- _nished with supplemental water.” 


ern states in which lies one-third of the 


The further extensions of the hydro- 


nation’s land area. Along with the irri- electric power system of government 
gation of land would go hydroelectric plants in these regions is expected to at- 
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IN ARMED FORCES 
FROM 17 WESTERN STATES 
1,771,700 


TO BE DEMOBILIZED 


TOTAL MEN , 








ESTIMATED 
FARMS NEEDED 
265,000 











tract industries which will give postwar 
employment to the “throngs of workers 
who migrated to the West to build ships 
and airplanes.” The Secretary avowed 
that “hydroelectric power played a large 
part in attracting these workers, and 
cheap hydroelectric power can now play 
a large part in keeping them there.” 


POTENTIAL IRRIGATION PROJECTS 
WOULD PROVIDE FOR SETTLEMENT OF ONLY 


50% 


of tHe WESTERN FARM BOYS IN ARMED SERVICES 
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TOTAL 
INDUSTRIAL WORKERS 
17 WESTERN STATES 

1,158, 500 


- TOBE DEMOBILIZED 








FARMS DESIRED 
? 











Ps reports from the West coast 
have indicated that some of the 
workers in war plants there plan to go to 
farming in that section after the war. 
And, many of the men who entered the 
armed forces from the 17 western states 
came from farms. Some of them prob- 
ably will want to return to farm life. A 


JAN. 18, 1945 





PUBLIC UTILITIES FORTNIGHTLY 


glance at the chart on page 109 
prompts the query as to where lies the 
chief urge on the part of the Interior 
Department for these proposed develop- 
ments—is it to provide farms for those 


who want to go on the land, or is it to 
put the Federal government further into 
the business of public hydroelectric 
power? 


—R. S.C. 





Statutory Renegotiation of Electric Utility 
; War Contracts 


S the time approaches when electric 
AN utilities, which have contractual re- 
lations with government agencies, may 
be confronted with renegotiation to de- 
termine “excessive profits,” special in- 
terest attaches to a brochure, written 
by Ernest R. Abrams, and sponsored by 
the Council of Electric Operating Com- 
panies, Washington, D. C., which con- 
tains helpful information on the subject. 
The booklet is pocket size, 185 pages, and 
contains a number of interesting and 
original illustrations, charts, and other 
data supporting the author’s penetrating 
observations and statistical conclusions. 

The author outlines the conditions 
making electric utilities subject to the act ; 
notes the contribution of these utilities 
to the war effort; indicates the impact 
of war on electric utility profits, and how 
war contracts disturb the peacetime busi- 
ness of these companies. He then em- 
phasizes the far-reaching effect renegoti- 
ation can have on electric utilities, a type 
of business with singular characteristics, 
and concludes with a summary and a sug- 
gested solution of the problem. 

Listing the six factors which the Re- 
negotiation Act of 1943 provides shall be 
taken into consideration in determining 
the amount of “excessive profits,” the 
following points are brought out in the 
summary : 


1. Efficiency of the contractor. Elec- 
tric utilities during the 4-year war 
period handled 76 per cent increase 
in load with only 22 per cent increase 
in generating capacity ; and they satis- 
fied the expanded demand at reduced 
unit cost, both to themselves and their 
customers, even though with materially 
reduced employee staff. 
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2. Reasonableness of costs and prof- 
its. The reasonableness of costs dem- 
onstrated over the years. During 1943 
operating costs were at lowest point in 
history of the industry, despite the 
fact that taxes reached an all-time 
high; book value of utility plant 
reached its all-time high in 1943, but 
the percentage return of gross corpo- 
rate income was at its all-time low. 
Where the industrial load in 1943 was 
107 per cent greater than in 1939, prac- 
tically three-fifths of that increase is 
due to war loads of a temporary na- 
ture, which will fade with the war it- 
self. 

3. Amount and source of private 
and public capital employed and net 
worth. Privately owned electric utili- 
ties are unique as to source of capital 
used for expansion in war years. Ex- 
cept in a few isolated instances, every 
dollar required for the creation of new 
facilities has been provided by the 
utilities themselves. This is in marked 
contrast with the hundreds of millions 
of dollars of public funds that have 
been poured into such large public 
power developments as TVA, the Cen- 
tral Valley project, and Bonneville and 
Grand Coulee dams, to enable them to 
serve war industries. 


4. Extent of risk assumed. The 
risks assumed by privately owned elec- 
tric utilities were largely of the “one- 
way” variety. These utilities, in con- 
trast to manufacturers of automobiles, 
for example (who were wholly unin- 
formed as to the cost to be incurred in 
the production of tanks or guns—their 
contracts had to be on a “gentleman’s 
agreement” basis), knew what price 
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they should charge the War and Navy 
departments for power. They had been 
serving large industrial power consum- 
ers with heavy power demands for 
years. And rates to these large con- 
sumers had been filed with state regu- 
latory commissions having jurisdiction 
over them. When the departments 
asked for a price on a given block of 
power, the utilities quoted them the 
same price for power that any other 
consumer of comparable demand 
would have to pay. It will be apparent 
that the departments benefited greatly 
from the established methods of fixing 
industrial power rates. Although their 
demands were of a temporary nature, 
and substantial investment in ex- 
panded facilities and interconnections 
often were required to serve them, 
these war agencies enjoyed the same 
standard rates at which peacetime in- 
dustries with permanent and stable de- 
mands were being served. 


5. Nature and extent of contribu- 
tion to the war effort. Privately owned 
electric utilities have no secret tech- 
niques which they use to their own ad- 
vantage, and to the exclusion of other 
privately and publicly owned systems. 
As fast as new developments arise, 
they are broadcast to the world 
through the various engineering so- 
cieties. Moreover, through their en- 
tirely voluntary effort the Utilities 
Wartime Aid Program, conceived by 
an executive of a privately owned elec- 
tric utility, placed a vast fund of tech- 
nical knowledge and experience at the 
command of the Army and Navy de- 
partments. As a result of maintenance 
of an unfailing supply of electric 
energy to operate 674 per cent of fac- 
tory equipment powered by central 
stations (which admittedly has never 
been “‘too little or too late”), they as- 
sured the United States and the United 
Nations of an unending stream of war 
matériel. Through expansion of facili- 
ties, interconnections with adjoining 
systems—whether publicly or pri- 
vately owned—and through power- 
pooling arrangements, these electric 


utilities placed the entire generating 
capacity of the nation at the command 
of essential industries. In addition, the 
privately owned electric utilities have 
made other important contributions to 
the war effort, such as better lighting 
for war industries; extension of cen- 
tral station service to farms ; salvaging 
much metal and vital material ; steadily 
reduced unit prices for electricity ; and 
increased their tax payments to the 
Federal government by more than 226 
per cent during the four defense-war 
years. 

6. Character of business, extent of 
subcontracting, and rate of turnover. 
This factor appears designed primarily 
for manufacturing enterprises, but is 
somewhat applicable to privately 
owned electric utilities. Although not 
so styled in the electric utility business, 
these service institutions did, in effect, 
a substantial amount of “subcontract- 
ing” when they made interconnections 
with adjoining systems so that power 
could be shoved to any area requiring 
it. Then, with respect to the turnover 
of capital, privately owned electric 
utilities are probably the horrible ex- 
ample of American enterprise. In 1941, 
these utilities had $6.29 invested in fa- 
cilities to serve the public for every 
dollar of annual operating revenues re- 
ceived, compared with an investment 
of but 64 cents to produce an average 
annual dollar of gross sales for twelve 
other types of industry. 


One Solution to the Problem 


6 ip author comments that it should 
now be apparent that the peculiar 
characteristics of privately owned elec- 
tric utilities set them apart from all 
other forms of American enterprise. 
Their low rate of capital turnover, the 
large proportion of their operating reve- 
nues consumed by capital hire, the heavy 
burden of taxation they are forced to 
bear, the control exercised over their 
rates by public regulatory bodies, and 
their inability to recoup past losses from 
future operations place them in a wholly 
different category of undertakings from 
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unregulated industrial concerns whose 
only limitation on prices and profits is 
that dictated by public resistance. 

On the one hand, the rates which pri- 
vately owned electric utilities charge 
their customers, be they individual house- 
holders or agencies of government, are 
standard rates filed with and approved by 
state regulatory commissions. On the 
other hand, the prices charged by indus- 
trial concerns for their products are 
wholly unregulated and are determined 
largely by what the traffic will bear. And 
where electric utility profits are limited 
to a fair return on the value of property 
devoted to public service, the profits of 
industrial enterprises are confined by no 
similar ceiling. Yet, under the provisions 
of the Renegotiation Act of 1943, regu- 
lated electric utilities and unregulated in- 
dustrial enterprises are accorded identi- 
cal treatment in the renegotiation of any 
profits they may derive from contracts 
from the departments. 


LTHOUGH no formal demand has 
been made that privately owned 
electric utilities file with the War Con- 
tracts Price Adjustment Board an alloca- 
tion of costs between renegotiable and 
nonrenegotiable business, there has been 
a strong trend in that direction, as evi- 
denced by utility conferences with the 
War Department Power Procurement 
Officer. Yet, the filing of a cost allocation 
would appear wholly unnecessary for the 
purposes of determining the fairness of 
charges to the departments for electric 
energy consumed. Even if it were admin- 
istratively feasible to determine whether 
there had been “excessive profits” de- 
rived under these contracts, it would ap- 
pear that the foregoing data clearly indi- 
cate that privately owned electric utili- 
ties have made no “excessive profits.” 
Furthermore, the writer points out, the 
renegotiation of the contracts which pri- 
vately owned electric utilities have with 
the departments is not mandatory upon 
the War Contracts Price Adjustment 
Board. Section 403(i) (4) of the Rene- 
gotiation Act of 1943 provides that the 
board: “is authorized, at its discretion, 
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to exempt from some or all of the pro. 
visions of this section ... (b) any con. 
tracts or subcontracts under which, jn 
the opinion of the board, the profits can 
be determined with reasonable certainty 
when the contract price is established , 
(f£) any subcontract or group of subcon- 
tracts not otherwise exempt from the 
provision of this section, if, in the opin- 
ion of the board, it is not administratively 
feasible in the case of such subcontract 
or in the case of such group of subcon- 
tracts to determine and segregate the 
profits attributable to such subcontract or 
group of subcontracts from the profits 
attributable to activities not subject to re- 
negotiation. The board may so exempt 
contracts and subcontracts both individ- 
ually and by general classes or types.” 


PECIAL attention is called to the fact 
that, acting under the authority 
granted it in the foregoing portion of 
the act, the War Contracts Price Adjust- 
ment Board, on May 10, 1944, did exer- 
cise its discretion with respect to “public 
utilities —- communication” and grant 
them full exemption from renegotiation 
of any profits derived under contracts 
with the departments where the ates 
charged under these contracts were “pub- 
lished rates or charges, fixed, approved, 
or subject to regulation as to the reason- 
ableness thereof by a public regulatory 
body, or when made the rates or charges 
for service of a comparable character.” 
Since privately owned electric utilities 
are as closely regulated as are communi- 
cation utilities, primarily to insure the 
reasonableness of their rates and to pre- 
vent them from earning more than a fair 
return on the value of property devoted 
to public service, it would appear that 
the War Contracts Price Adjustment 
Board would be wholly justified in grant- 
ing them similar exemption. And, con- 
versely, if it does not grant them exemp- 
tion, is it not laying itself open to charges 
of discrimination, and of depriving pri- 
vately owned electric utilities of equal 
protection under the law? 
Particularly is this true when the mak- 
ing of an allocation of costs between re- 


112 








WHAT OTHERS THINK 
































ke 


Ff] UMeRE ARE THREE ON EVERY 
Ef FLOOR, BUT THERE SHOULD 
HAVE BEEN MORE. 


oF. SG Zz FO N—_—_-d 














L, IT WAS NO 


TALKING ABOUT” 


negotiable and nonrenegotiable business 
is so impractical, and when privately 
owned electric utilities fit so neatly into 
the definition present in the act of indus- 
tries which may be exempted because of 
lack of administrative feasibility of the 
renegotiation process. The board would 
do well to recognize that renegotiation 
cannot be carried out without a determi- 
nation of the reasonableness of rates 
charged all comparable consumers ; that 
it would have to fix a reasonable rate that 
should have been charged the depart- 
ments and subcontracts; that it would 
thereby be assuming to establish and de- 
termine the reasonableness of rates to all 
classes of consumers; that this very ac- 
tion on its part would be a derogation of 
the authority which sovereign states have 
vested in their utility regulatory bodies ; 
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and that it would mean a further invasion 
of the rights of sovereign states by the 
Federal government. 


N conclusion, the author expresses the 
opinion that private electric utility 
managements should not rely too greatly, 
however, on the possibility of exemption, 
nor should they assume that the entire 
matter of renegotiation of their contracts 
can be ignored. The Federal Power Com- 
mission, which is designated by the act as 
the adviser to the War Contracts Price 
Adjustment Board where electric utility 
renegotiation is involved, can be expected 
to present voluminous evidence in the 
case of each privately owned electric 
utility having contracts and subcontracts 
during 1943 with the departments. Ac- 
cordingly, unless each privately owned 
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electric utility presents to the board testi- 
mony of a positive character as to the 
reasonableness of its charges and of its 
failure to earn any “excessive profits” 


under them, the board in its judicial ca- 
pacity will have no choice but to decide 
each case on the evidence before it. 


—R.S.C. 





Union Maneuvering in the 
Communications Field 


HE recent announcement by the Na- 

tional War Labor Board of a spe- 
cial national panel for disputes arising in 
the telephone industry comes as a climax 
to a series of maneuvers in the com- 
munications field generally with respect 
to collective bargaining rights, wage 
claims, and so forth. The new telephone 
panel is being formed as a result of con- 
ferences among WLB representatives, 
Bell and independent company repre- 
sentatives, and representatives of the 
National Federation of Telephone Work- 
ers—the largest single bargaining or- 
ganization in the telephone field. 

This is the first time, however, that a 
special panel has been set up to handle 
all cases arising out of a single public 
utility industry (other than the railroads, 
which have their own established media- 
tion machinery). It is also noteworthy 
that the special panel recognizes the 
dominant position of a union organiza- 
tion which is not affiliated with either the 
AFL or the CIO. 

The panel would be composed of 
two members each, representing pub- 
lic, management, and labor, with the 
usual alternates and substitutes. In 
cases which may arise affecting AFL, 
CIO, or other unions not affiliated with 
the National Federation of Telephone 
Workers, substitute labor representa- 
tives will be named. 


N the allied telegraph field, however, 

AFL and CIO unions have had a 
pitched battle, principally as the result of 
the merger of Western Union with the 
former Postal Telegraph organization. 
The AFL Brotherhood of Electrical 
Workers predominated in the Western 
Union organization, while the CIO 
American Communications Association 
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had largely organized the former Postal 
Telegraph. 

Upon the merger becoming effective, 
however, the National Labor Relations 
Board decided to throw open the entire 
employee organization of the combined 
Western Union properties to decide be- 
tween the CIO or AFL affiliate. Spe- 
cifically, the bargaining election was or- 
dered held by the NLRB for 60,000 
Western Union employees between 
January 2nd and January 10th. 

This action brought a scorching criti- 
cism against CIO Chairman Harry A. 
Millis and John M. Houston, NLRB 
member, from the president of the 
American Federation of Labor, William 
Green, charging alleged favoritism to the 
CIO. Specifically, Mr. Green criticized 
both Chairman Millis and Mr. Houston 
for voting to set up seven division elec- 
tion units instead of the nation-wide 
unit demanded by the AFL, which claims 
to represent a majority of employees in 
six out of seven areas. In other words, 
the AFL felt that with such a predomi- 
nant representation the industry ought 
to be organized on an industry-wide as 
well as nation-wide basis, and was ap- 
parently confident that it could easily 
swing a vastly preponderant majority of 
employee votes on that basis. 

It regarded the NLRB decision to cut 
up the election into seven divisions as a 
studied attempt to lock off a water-tight 
compartment within the industry where 
the CIO union could gain a “beachhead” 
and grow to make possible trouble for 
AFL unions in other divisions in the fu- 
ture. This state of affairs, AFL leaders 
believe, is not conducive to industrial 
peace but, on the contrary, is an incentive 
to promote pirating of members, organi- 
zation raids, and campaigns, which could 
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keep the employees of the combined 
Western Union properties in a constant 
state of turmoil. 


















WHAT OTHERS THINK 


neither he nor Mr. Houston were mem- 
bers of the NLRB at that time. Mr. Mil- 
lis reminded Mr. Green that in that elec- 
tion the NLRB set up the four north- 
western states as a separate union be- 
cause the Brotherhood of Electrical 
Workers, an AFL affiliate, was the bar- 
gaining representative. He said this 
same philosophy was followed in the 
Western Union decision. 

Mr. Millis said that “employees should 
have an opportunity to select or reject 
either the AFL or the American Com- 
munications Association (CIO) in the 
metropolitan division (New York city) 
where the ACA has been the recognized 
representative of more than 5,000 West- 
ern Union employees as well as all the 
Postal employees in that locality.” 

“Were your position adopted,” Mr. 
Millis wrote Mr. Green, “these em- 
ployees would be denied the opportunity 
of determining by the democratic process 
of a secret ballot whether they shall re- 
tain the representative which they now 
have or select a new one.” 











te Mr. Green had told Chairman Millis 
that “because of your manifest bias in 
favor of the CIO and your hostile atti- 
tude to the AFL, I regard you as totally 
unfit to serve as a member of the 
NLRB.” He further told Millis that he 

ostal would feel “tremendously relieved when 
your membership on the NLRB is finally 

tive terminated.” Millis’ term expires next 

jons August, but it was learned that he will 

itire be available for reappointment if the 

ined President desires to do so. 

Ma HE CIO came right back with a de- 

aa. mand that another NLRB member, 

000 Gerard Reilly, who dissented from the 

een majority opinion in the Western Union 
Case, should resign because he is alleged- 

iti. ly prejudiced against CIO. 

A Replying to Green’s charge that he 

RB and Mr. Houston had reversed their 

the position in the Postal Telegraph election 

nih of 1938, Mr. Millis pointed out that 

he 

ed 

on 
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TVA Reports to Congress 


AYMENTS made by the Tennessee Valley 
P Authority to state and local taxing bodies 
in lieu of taxes, from which this Federal agency 
is exempt, represent “a reasonable cost of the 
power program” and should be continued, the 
TVA said in a report to Congress on Decem- 
ber 26th. 

The report was requested by Congress at 
the time the TVA Act was amended in 1940 
to establish such payments on a broader basis 
than originally provided. ; 

Under the program, the report said, pay- 
ments are now being made to 6 states and 126 
counties and in the year 1944 they were 
greater than the ad valorem taxes on all prop- 
erty bought by the agency, including land al- 
located for purposes other than power pro- 
duction. 

These payments, according to the report, 
have increased from $1,499,417 in 1941 to $2,- 
168,824 in the last year. Schools generally re- 
ceive the largest share of the payments to 
counties, followed in order by payments going 
to general purposes, debt service, and roads. 

The payments are graduated downward 
from 10 per cent of gross power proceeds of 
the preceding year, which were paid in 1941, 
to the 5 per cent minimum payable in 1949 and 
annually thereafter. The 45 per cent increase 
in money payments from the first year of the 
present program reflects gains in the TVA’s 
power revenues more than offsetting the de- 
creases in the percentage rate of payments. 

The report added that the TVA’s payments 
were not the only money received by local gov- 
ernments as a result of the agency’s operations. 
The total tax equivalents and taxes set aside 
by the 83 municipal and 45 codperative systems 
which distributed TVA power in the fiscal 
year 1943, added $1,957,614 to the incomes of 
the benefiting communities, or something 
above $400,000 more than the former ad 
valorem property taxes on properties acquired 
from private interests by these public and co- 
Operative distributing systems. 


Approves Flood Control Bill 


{Spee bill providing for postwar flood-con- 
trol projects of an estimated value of $1,- 
000,000,000 has been signed by President 
Roosevelt with the understanding that nothing 
in it would jeopardize the creation of the pro- 
posed Missouri Valley Authority. 


The March of 


President Roosevelt said in a statement that 
the establishment of a Missouri Valley Au- 
thority should receive “the early considera- 
tion” of the next Congress. However, no con- 
struction will begin until six months after the 
war or until Congress authorizes appropria- 
tions for the work. 

Mr. Roosevelt said that until the end of the 
war he did not intend to submit estimates of 
appropriations or approve allocations of funds 
for any project “that does not have an im- 
portant and direct value to the winning of the 
war.” 

The bill authorizes a $400,000,000 multiple- 
purpose project in the Missouri river basin. 

“T have signed, on December 22, 1944,” Pres- 
ident Roosevelt said in a statement, “the Flood 
Control Bill, HR 4485. It appears to me that, 
in general, this legislation is a step forward in 
the development of our national water re- 
sources and power policies. 

‘The plan of calling upon states affected by 
proposed projects for their views is a desir- 
able one, but, of course, the establishment of 
such a procedure should not be interpreted by 
anyone as an abrogation by the Federal govern- 
ment of any part of its powers over navigable 
waters. Authorization of the projects listed 
in the bill will augment the backlog of public 
works available for prompt initiation, if nec- 
essary, in the postwar period.” 

The act secures for all states their rights to 
“review” all future flood-control and reclama- 
tion projects surveyed by Army Engineers and 
the Bureau of Reclamation. It gives to west- 
ern states priority rights on water for irriga- 
tion, mining, domestic, and industrial uses. 


FPC Approves Purchase 


HE Federal Power Commission last month 
approved the California Oregon Power 
Company’s purchase of the California Public 
Service Company’s electric facilities in Lake 
county, Oregon, and Modoc county, Califor- 
nia, for $470,000 in cash. The facilities to be 
acquired serve six small communities, includ- 
ing Lakeview, Oregon, and Alturas, Califor- 
nia. A joint application for the authorization 
under § 203 of the Federal Power Act was 
filed by the two companies on October 28, 1944. 
The order stated that the proposed merger 
of facilities would tend to improve service. In 
its application, COPCO stated it intends to es- 
tablish rates on a basis comparable to those 
now in effect on other portions of its system 
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as soon as practicable. There are no intercor- 
porate relationships between California Pub- 
lic, a wholly owned subsidiary of Peoples 
Light & Power Company, and COPCO, con- 
trolled by Standard Gas & Electric Company. 
However COPCO’s system is adjacent to and 
connected with the Lakeview and Alturas 
properties and furnishes the greater part of 
their electric energy requirements. 


New Setup Filed with SEC 


N over-all plan for corporate simplifica- 
A tion and physical integration under the 
terms of the Public Utility Holding Company 
Act was filed last month with the Securities 
and Exchange Commission by the Columbia 
Gas & Electric Corporation, one of the last 
major utility holding companies to be affected 
by the “death sentence” provisions of the act. 

That the plan will meet opposition, however, 
was disclosed in a statement in the plan that 
United Corporation, Columbia’s largest com- 
mon stockholder, is not in favor of the ap- 
proach to the problem of recapitulation taken 
by the Columbia management. United owns 
2,410,856 common shares, or 19.6 per cent of 
the voting stock, of Columbia Gas. 

Under the terms of the plan, Columbia pro- 
poses to recast its present outstanding pre- 
ferred, preference, and common stocks into a 
single class of new common stock for distribu- 
tion to present shareholders. The distribution 
would give 63.55 per cent of the new stock to 
present preferred and preference stockholders, 
and 36.45 per cent to present common stock- 
holders. 

In addition Columbia proposes to separate its 
Cincinnati and Dayton groups of properties 
from the system and distribute stock in the 
Cincinnati Gas & Electric Company and the 
Dayton Power & Light Company among the 
holders of all present Columbia stocks. The 
Cincinnati and Dayton companies, according to 
the plan, “constitute the only combined gas and 
electric operations in the Columbia system, and 
since neither of them engages in the produc- 
tion or the long-distance transmission of nat- 
ural gas, both are capable of segregation with- 
out disruption of the production or flow of gas 
through the interconnected system.” 

The plan also contemplates a substantial re- 
duction in the amount of indebtedness now out- 
standing against Columbia Gas. It is proposed 
to reduce the debenture indebtedness from $76,- 
835,000 to approximately $60,000,000 by the re- 
tirement of certain publicly held debentures 
and the refunding of those which remain. De- 
tails of the refunding, however, were not in- 
cluded in the plan. 


SEC Disapproves Bond Sale 


HE Securities and Exchange Commission 
_& last month disapproved the sale by Cap- 
ital Transit Company of an issue of $12,500,- 
000 first and refunding mortgage bonds, series 
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A, 4 per cent, due December 1, 1964, to an 
underwriting group of 24 firms on their bid 
of 974. This was the only bid submitted when 
the company offered the bonds for sale at com- 
petitive bidding on December 18th. The un- 
derwriters had planned to reoffer the bonds to 
the public later in the month at 100, subject to 
SEC clearance of the sale. 

In its order the commission said: “After 
careful consideration of the record, we are not 
satisfied that competitive conditions were 
maintained or that the price to the company 
and the underwriters’ spread are proper. 
Therefore, we cannot release the jurisdiction 
which has been reserved or approve the price 
and spread.” 

This was said to be the first time the com- 
mission has failed to approve the sale of an 
issue of securities at competitive bidding since 
it inaugurated its competitive bidding rule for 
sale of securities by public utility companies 
nearly four years ago. 

Capital Transit is a subsidiary of Washing- 
ton (D. C.) Railway & Electric Company, 
which is, in turn, a subsidiary of North Amer- 
ican Company. 


Director Appointed 


oHN A. Fercuson, for the past nine years 

a member of the Missouri Public Service 
Commission, has accepted appointment as ex- 
ecutive director of the Independent Natural 
Gas Association of America, it was announced 
last month by E. Buddrus of Chicago, presi- 
dent of the association. 

The appointment became effective January 
1st, and as soon thereafter as possible, Fergu- 
son would open offices for the association in 
Washington, D. C., Mr. Buddrus revealed. 

Ferguson is a graduate of Indiana Univer- 
sity with a degree in law. He served twenty- 
two months overseas during World War I. 
Subsequent to the war, he became United 
States commissioner for the eastern district of 
Missouri. Later, he was with the finance de- 
partment of the state of Missouri, and for six 
years he served as general manager of the 
Mathews-Pebblefield Land Development Com- 
pany. He became a member of the Missouri 
Public Service Commission in 1935 and had 
served with the commission since that time. 
He has achieved national recognition in his 
work with the Missouri regulatory body and 
in his activities with the NARUC. 


British Electricity Plan 


3-YEAR program to boost Britain’s post- 
war electric output 33 per cent—the first 
step of a long-term plan to give electric power 


to every farm and village in England and 
Wales—was recently reported under way in a 
London dispatch. 

The initial phase, an increase of 3,000,000 
kilowatts, would carry through to the winter 
of 1948, at an estimated cost of $360,000,000. 
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Expansion would begin to meet growing in- 
dustrial demands as factories swing back to 
peacetime production, and to power gadgets 
that British housewives have dreamed about 
for years. 

There is a widespread myth that every home 
in the United States, no matter how poor, has 
electrically powered washing machines, refrig- 
erators, mangles, dish washers, mixers, toast- 
ers, and sweepers. And the British housewife, 
getting her picture of American home life 
from the movies—she calls them “flicks’— 
hopes that there will be something like it in 
Britain. 

Power producers say they want cheap elec- 
tricity for every possible user, including Great 
Britain’s farms. One of the country’s big jobs, 
interrupted by war, was electrification of main 


rail lines. That program is expected to be re- 
sumed quickly after hostilities cease, providing 
mass employment for demobilized men and 
making new demands on the country’s grid. 


Ontario Backs Utility Purchase 


7. Ontario government announced last 
month it had approved purchase by the 
Hydro-Electric Power Commission of Ontario 
of the Northern Ontario Power Company, 
Ltd., for $12,500,000. The company serves 
communities in northwestern Ontario as well 
as mining camps in Porcupine, South Porcu- 
pine, Cobalt, and Kirkland lake districts. It 
owns 8 hydroelectric power plants, 739 miles 
of transmission lines, 157 miles of distribution 
lines, and 421 miles of telephone lines. 


Alabama 


Light Rates Reduced 


HE state public service commission last 
month announced a reduction in Alabama 
Power Company’s rates in Choctaw county 
which, it was estimated, would save approxi- 
mately 350 customers more than $8,800 a year. 
The commission’s order said that beginning 
in March, 1945, rates in Butler, Riderwood, 
Lisman, Toxey, Gilberton, and surrounding 
communities in the county would be put on a 
par with other Alabama power users through- 
out the state. 


The order pointed out that the territory is 
now served by a small Diesel oil generating 
plant at rates higher than those of customers 
elsewhere in the power company’s system. A 
new 110,000-volt transmission line from Cuba, 
in Sumter county, to a point near the Butler 
Toxey highway in Choctaw county has been 
approved by the War Production Board, the 
commission said, and is expected to be com- 
pleted in March. 

The line will connect the Riderwood district 
with the remainder of the company’s statewide 
hydro and steam plant system. 


Arkansas 


Rate Reduction Upheld 


HE Arkansas Power & Light Company 

lost the first round in its fight to prevent 
the state utilities commission’s ordered reduc- 
tion in power rates last month when Third Di- 
vision Circuit Judge G. W. Hendricks upheld 
the commission’s decision and dismissed the 
company’s petition. 

Gordon E. Young, Pine Bluff lawyer repre- 
senting the power company, said the decision 
will be appealed to the Arkansas Supreme 
Court. The company had asked that the state 
commission’s June 24th order which found 
electric rates ‘‘unjust, unreasonable, and ex- 
cessive” and ordered reduction in rates total- 
ing $975,000 be vacated. 

The commission had fixed $47,996,290 as a 
rate base for a 6 per cent return on investment 
after meeting operating expenses. The com- 
pany argued the allowance should not be less 
than $52,000,000, due to increased price levels 
and present value of property. 

Judge Hendricks pointed to the Securities 
and Exchange Commission’s report that the 


JAN. 18, 1945 


company was able to refund $30,000,000 of its 
bonds at decreased interest rate after the com- 
mission issued its order. He said this proved 
the soundness of the commission’s decision. 


Building Permit Granted 


HE state utilities commission last month 

gave the Arkansas Power & Light Com- 
pany a permit to build a 110,000-volt transmis- 
sion line from Pine Bluff to Helena at a cost 
of $884,200 and a 66,000-volt line from Slovak 
to Hazen to cost $29,000. ‘ 

The 118-mile Pine Bluff-Helena line will 
serve Stuttgart, Clarendon, Brinkley, and Mar- 
janna and Helena. It will replace a 66,000-volt 
line which stopped at Brinkley and a ‘separate 
power plant at Helena described as “old and 
inadequate.” 

The 10-mile Slovak-Hazen line will serve 
about 550 rice wells. 

Vice President C. S. Lynch said the com- 
pany had received priorities from the War 
Production Board and planned to start con- 
struction immediately. 
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California 


Refuses to Transmit Power 


HE Pacific Gas and Electric reg and 
Tciminated a second solution to San Fran- 
cisco’s power problem last month by refusing 
to transmit Hetch Hetchy energy to Mare Is- 
land and Hunters Point Navy yards. 

In reply to a letter from Utilities Manager 
E. G. Cahill, James B. Black, president, said: 
“We do not believe we should be asked to 
transmit power other than our own, if such 
power is to be sold to the public or to cus- 
tomers that we are able to supply.” 

Black said the company was willing to trans- 
mit city power to San Francisco to meet mu- 
nicipal requirements and would do so at a cost 
of $758,595 a year, exclusive of charges for 
street-light services other than power. 

Sale of the power to the Navy yards had 
been suggested by Secretary of Interior Harold 
L. Ickes as a means of complying with the 
Raker Act, which forbids sale of power gen- 
erated from Yosemite National Park waters 


¥ 


to a private utility for resale. The city is cur- 
rently selling the power to Pacific Gas and 
Electric Company. 

On December 11th Ickes turned down the 
first choice of the city among three plans sub- 
mitted to him, that the city sell the entire Hetch 
Hetchy output to the Modesto and Turlock 
irrigation districts. 

The developments left one plan open to the 
city: to use Hetch Hetchy power for its mu- 
nicipal needs, sell Modesto and Turlock what 
they can actually use, and waste the rest of 
Hetch Hetchy’s capacity. Modesto and Tur- 
lock officials believe they can eventually use 
as much power as the city can spare, by at- 
tracting industries which require large quan- 
tities of cheap power. But Ickes has rejected 
as subterfuge any plan to sell power to the 
districts until the companies are actually there 
and ready to use it. 

Mayor Lapham expected to submit to Secre- 
tary Ickes “a specific plan complying with the 
Raker Act by the first of the year. 


Georgia 


Gets Month’s Light Free 


eae received notice on December 
24th that they would not have to pay 
their December light bills. 
service commission ordered 
Power Company to reduce its 1944 revenues by 


The state public 
the Georgia 


refunding more than $850,000 to residential 
customers and almost $50,000 to street-lighting 
customers. 

The commission decided the gross revenue 
of the company should be reduced. The com- 
pany was said to be making the refund by can- 
celing the December bill. 


Illinois 


Vote on Transit Plan Set 


AYN ordinance authorizing the city of Chi- 
cago to purchase and operate the Chi- 
cago Surface Lines, the Chicago Rapid Transit 
Company (elevated lines), and possibly the 
Chicago Motor Coach Company, was ordered 
prepared last month by the city council com- 
mittee on transportation. 

“We must get down to actual work on the 
transportation muddle, which can be cleared 
up only by municipal ownership,” said Alder- 
man Quinn, chairman of the committee. 

The proposed ordinance will be submitted 


to the voters in a referendum to synchronize 
with the special judicial elections to be held in 
some wards on June 4th, Quinn said. 

Joseph Grossman, assistant corporation 
counsel, and William H. Sexton, special as- 
sistant corporation counsel and traction ex- 
pert, were instructed to prepare the ordinance. 
Traction officials will have until February Ist 
to accept a plan for unifying all transporta- 
tion services under private ownership. 

Grossman advised the committee to permit 
the unification plan to lapse February Ist, then 
enact the municipal ownership ordinance, sub- 
ject to approval in the referendum 


Indiana 


Utility Files Suit 


TS Citizens Gas & Coke Utility, a subsid- 
lary corporation of the city of Indianap- 
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olis, filed suit in Federal court last month to 
recover $27,508 from the American Credit In- 
demnity Corporation of New York. 

The suit arose from a contract made prior to 
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the city’s acquisition of the utility company 
whereby the Dumhoff & Joyce Company, Cin- 
cinnati, was appointed sole sales agent for all 
coke produced by the utility. 

It was alleged that the Dumhoff & Joyce 
Company, whose contract as sales agent ex- 
pired in 1939, failed to pay $47,508 due the 
city-owned utility and that the American Cred- 
it Indemnity Corporation, under terms of a 
credit policy in which the first $20,000 of any 


loss was deductible, now is liable for $27,508, 
as set forth in the complaint. 

The Citizens Gas & Coke Utility further set 
forth in its complzint that it obtained a judg. 
ment against the Dumhoff & Joyce Company 
in the courts of Ohio but that the execution 
of this judgment was returned by the sheriff 
of Hamilton county, Ohio, as_ unsatisfied, 
Negotiations for settlement have been pending 
since that time. 


Louisiana 


Fights State Road Ban 


A HEARING on an application of the Memphis 
Natural Gas Company for preliminary 
and final injunctions restraining the state high- 
way department from canceling highway cross- 
ing permits issued in connection with the con- 
struction of a new north Louisiana pipe line 
between the Lisbon field and Monroe was 
scheduled to be held before a 3-judge Federal 
court on January 12th. 

Federal District Judge Wayne G. Borah or- 
dered D. Y. Smith, director of highways, to 
appear on that day and show cause why a pre- 
liminary injunction should not be issued, court 
records showed recently. Judge Borah also 
called upon Circuit Judge Elmo P. Lee and 
District Judge Adrian J. Caillouet to sit with 
him at the hearing. 

In addition to the restraining order which 


would nullify, according to the petition, an or- 
der of the highway department issued August 
30th, attempting to cancel the highway cross- 
ing permits, the petition sought a declaratory 
judgment against the action of Smith in at- 
tempting to cancel the permits. 

The petition asked that the court declare the 
action of the highway director unwarranted 
and unauthorized by the laws of the state and 
in violation of the due process and commerce 
clauses of the 14th Amendment to the Con- 
stitution of the United States. It also asked 
that in the event that it is held that the de- 
fendant is vested with such authority by state 
law, a judgment be rendered on the grounds 
that the state statutes are in violation of the 
14th Amendment because they authorize the 
withholding or cancellation of permits because 
of the use of the pipe line in interstate com- 
merce. 


Maine 


SEC Approves Transit Sale 


ENTRAL MAINE Power ComPANy’s proposal 

to terminate the lease under which it op- 
erates the transportation system owned by its 
subsidiary, the Portland Railroad Company, 
sell the transportation system, and dissolve 
Portland, was approved recently by the Securi- 
ties and Exchange Commission. Central 
Maine, a part of the New England Public Serv- 
ice Company system, has accepted the bid of 
H. E. Salzberg, Inc., of $1,275,000 for the 
transportation system. The Salzberg firm op- 
erates bus lines in Lewiston and Auburn. 


The program includes the purchase by Cen- 
tral Maine, for $134,364, of certain real estate, 
electrical equipment, and power lines now 
owned by Portland, the call and redemption of 
the 33 per cent bonds, due 1951, and the pay- 
ment, as of the maturity date November 1, 
1945, of the 5 per cent bonds of Portland 
outstanding in the hands of persons other than 
Central Maine, and the distribution to stock- 
holders, other than Central Maine, of an 
amount equal to $110 per share. Central Maine 
will pay to Portland a sum which, together 
with monies belonging to Portland, will be suf- 
ficient for this purpose. 


Michigan 


Intervention Denied 


A PETITION filed by a group of industrialists 
for the right to intervene in the city of 
Jackson’s suit to enforce an ordinance reducing 
gas rates of the Consumers Power Company 
was rejected last month by Circuit Judge 


JAN. 18, 1945 


George W. DesJardins, who ruled that the city 
has no jurisdiction over the utility company’s 
rates. 

Judge DesJardins, of Lapeer, advised the 
petitioners that they could appeal his ruling to 
the state supreme court or request a review 
of the case. 
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Missouri 


Rebates Light Bills 


ei 4,200 customers of the Kirkwood mu- 
nicipal light department, who received their 
December bills just before Christmas, found 
“Season’s Greetings” stamped in red across the 
statement and this notice in the corner: 

“The earnings of the light department again 
this year enable the city to render free service 
to its customers for one month. Your account 


> 


is therefore credited with the amount due.” 

The total amount credited to the customers 
was about $21,000. A similar sum was marked 
off the books last year when the city council 
voted a rebate for the first time. 

The city buys power from Union Electric 
Company and distributes it over its own lines, 
and the rebate was made possible by savings 
resulting from wartime restrictions on im- 
provements and extensions. 


Montana 


Commission Issues Findings 


HE state public service commission last 

month issued its findings and opinion with 
respect to accounting adjustments to be made 
by the Montana Power Company, a subsidiary 
of American Power & Light Company, for 
the purpose of reducing property accounts to 
the basis of original cost. The commission or- 
dered the company to segregate $28,641,606 and 
directed this amount to be written off imme- 
diately against earned surplus and capital sur- 
plus. The commission stated that the amount 
remaining in earned surplus after these eco 


ments are made should be adequate to protect 
the interests of preferred stockholders. 

The commission ordered that $7,264,680 be 
set aside in another account as acquisition ad- 
justments. Included in this figure were $4,- 
748,086 costs of hydraulic land rights and $2,- 
384,465 costs of intangibles. Both items are to 
be retained on the books so long as the prop- 
erty continues in service. Only $131,128 of ac- 
quisition adjustments was directed to be amor- 
tized. This amount would be applied against 
earnings over a 10-year period, and represents 
intangibles resulting from acquisition of prop- 
erty no longer in use. (See also page 125.) 


Weticies 


Purchase Deal Advanced 


T= Securities and Exchange Commission 
on December 26th granted the American 
Power & Light Company’s request for an or- 
der declaring its sale of the Nebraska Power 
Company’s common stock to be a step in com- 
pliance with provisions of the Holding Com- 
pany Act. The request was said to be made 
to realize tax savings. 

American Power has agreed to sell 975,992 
shares of Nebraska’s common stock and an 
option covering an additional 29,008 shares to 
Guy C. Myers of New York for $14,175,000 
plus $3,000 a day from October 5th to the clos- 
ing date, between February 15th and April 
15th. Mr. Myers will assign the stock to the 
Central West Irrigation Company, a non- 
profit corporation, which is obligated to change 
its name*to the Omaha Electric Committee, 


New 


Labor Opposes Merger 


A= asking the denial of Consolidated 
Edison Company of New York’s appli- 
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Inc. Incorporators of the committee will 
hold the Nebraska Power Company’s prop- 
erties in Omaha until the Peoples Power Com- 
mission or the city of Omaha is in a position 
to purchase them. Meanwhile, the Loup River 
Public Power District has a firm commitment 
to take all the properties, subject to the rights 
of the Peoples Power Commission and the city 
of Omaha to acquire the Omaha properties 
subsequently. 

Also on December 26th, the Nebraska Power 
Company filed a district court suit seeking to 
prevent the Omaha city council from forcing 
it to reduce power rates $965,000 a year, and 
District Judge James T. English signed a tem- 
porary restraining order preventing the council 
ordinance, passed December 21st, from becom- 
ing effective January 5th as scheduled. 

Judge English set January 15th for a hear- 
ing on a temporary injunction. 


RP 
York 


cation to merge five affiliated companies into 
the parent utility was entered before the state 
public service commission last month by John 
J. Corrigan, attorney for the Brotherhood of 
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Consolidated Edison Employees, Locals 3 and 
6. The motion, made at the close of hearings on 
the company’s application, was denied by 
Chairman Milo R. Maltbie. Mr. Corrigan de- 
clared in his motion that the merger would 
create “an unwieldly, powerful monopolistic 


group not readily amenable to regulation,” and 
asserted that the real reason for the proposal 
was “a financial crisis” in the parent company, 
which, he said, was obligated to refinance $125,- 
000,000 of outstanding obligations within six 
years. 


Oklahoma 


Rate Set for Smaller Co-ops 


A* annual reduction of $23,787 in the pref- 
erential electric rate of Oklahoma Gas & 
Electric Company for rural electric codpera- 
tives serving rural subscribers and small com- 
munities was ordered by the state corporation 
commission majority last month. 

It was a sort of middle-of-the-road order 
by the commission in the deep-seated contro- 
versy between the Oklahoma Gas & Electric 
Company and the rural electric codperatives 
over extensions of the limited rate. 

The codperatives want the preferential rates 
on electricity bought from the Oklahoma Gas 
& Electric Company, regardless of the size of 
the town served, and the OG&E wants to con- 
fine it to small communities. The threat from 
the rural electric co-ops is the establishment of 
their own plants by government subsidy. 

The order followed hotly contested argu- 
ments made before the state commission last 


July and it was interpreted as a forerunner in 
the struggle between private ownership to sell 
the current to the codperatives and public 
ownership. 

Reford Bond, chairman, and Ray O. Weems 
issued the order with William J. Armstrong, 
minority member, voting against it. 

Bond said the order, effective December 15th, 
would mean an annual savings of $23,787, or 
29.37 per cent reduction in costs, to the rural 
electrics served by the OG&E 

The order provided the preferential rate of 
8 mills a kilowatt hour be reduced to about 6 
mills, with limitation for the rate to farm 
users and communities of less than 125 cus- 
tomers, which Bond estimated would mean 
communities of population of less than 600 
persons. It also provided the limited rate for 
nonfarm users up to 30 kilovolt amperes of 
transformer capacity. Bond said the object 
was to confine the preferential rate to farm 
users and small communities. 


Pennsylvania 


Gas Rates Boosted 


HE nearly 200,000 customers of the Equi- 

table Gas Company in the Pittsburgh area 
are faced with rate increases beginning Feb- 
ruary 10th. The increases will bring the 
Equitable rates into line with those of the 
other two large operating companies in the 
area, the Peoples Natural Gas Company and 
Manufacturers Light & Heat Company. 

Relatively small, the increases will amount 
to 20 cents for consumption of 1,000 cubic feet 
of gas, and range up to 80 cents for consumers 
using 5,000 and 10,000 cubic feet. Beyond that 
point they will taper off. 

The move to boost rates was revealed on 
December 26th by D. P. Hartson, vice presi- 
dent and general manager of Equitable Gas 
Company, who said Equitable had filed a new 
supplement to its tariffs with the state public 
utility commission. 

The new rates are: a minimum charge of 
$1 for the first 700 cubic feet of gas or less; 
65 cents per thousand cubic feet for 4,300 cubic 
feet; 60 cents a thousand for 5,000 cubic feet; 
and 45 cents a thousand over 10,000 feet. 
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Equitable furnishes gas for consumption to 
177,885 residential customers and 14,392 com- 
mercial customers. The company serves the 
territory north of the Allegheny river and the 
Ohio river from Bellevue to Tarentum, in- 
cluding West View and the North Hills terri- 
tory. It also serves the south side of the Mon- 
ongahela and Ohio rivers from McKees Rocks 
to McKeesport and also certain sections of 
Dormont and Mt. Lebanon. 

In announcing its new supplement to its tar- 
iffs, the company pointed out that for several 
years its earnings have been far below the al- 
lowable return fixed by the state superior court 
in its decision of November 10, 1943, in con- 
nection with the rates of the Peoples, Natural 
Gas Company. 

City Solicitor Anne X. Alpern announced 
that she was asking the city council “to re- 
quest the other municipalities served by Equi- 
table to join with the city against the Equitable 
rates.” She predicted the increases would cost 
Pittsburgh consumers about $1,400,000 a year. 

The Office of Price Administration has pe- 
titioned the state commission to suspend the 
proposed increase. 
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City’s Lighting Condemned 


. economy-minded budget com- 
mittee turned its attention last month to the 
Duquesne Light Company’s annual bill as 
Councilman Thomas J. Gallagher charged that 
“antiquated and expensive” methods of street 
lighting were costing the city thousands of dol- 
lars annually. 

Mr. Gallagher said that about $75,000 a year 
could be saved throughout the city by adopt- 
ing the recommendations of A. R. Brunwas- 
ser, utility consultant for the city, for a new 
lighting system. 

A 25-page analysis prepared by Mr. Brun- 
wasser, charging the light company with “‘dis- 
criminatory” tactics against the city, was sub- 
mitted to council by Mr. Gallagher. Mr. Brun- 
wasser stated that “manufacturers stopped 
making arc lights about 1920 because of their 
inefficiency in not throwing enough light 
toward the ground, and due to the fact that 
the more efficient and cheaper incandescent 
light was developed.” 

He said Duquesne Light Company operates 
more than 500 of these “obsolete and ruinously 
expensive arc lights in downtown Pittsburgh 
and East Liberty, which were installed before 
1928. The company claims that at the present 
time it is impossible to substitute incandescent 
lights because of war conditions. . I think 
the city deserves a reduction of at least $10,000 
a year because of the failure to make the sub- 
stitution.” 

Mr. Gallagher also said the company had 
refused to sign a new contract drawn up by 
the city law department, by which the light 


company would be compelled to adopt economy 
methods, now or after the war. 


Citation for Gas Company 


HE Harrisburg Gas Company has won the 

National Security Award and Pennant in 
recognition of “extraordinary achievement in 
establishing and maintaining security protec- 
tion measures against enemy air raids, fires, 
sabotage, and av oidable accidents.” 

The presentation, made upon the recom- 
mendation of the Dauphin county and Penn- 
sylvania councils of defense, was approved by 
the United States Office of Civilian Defense. 

The award certificate was presented by Col- 
onel Wilfred A. Morgan, commanding officer, 
Harrisburg subdistrict, Third Service Com- 
mand, and was accepted by Richard L. James, 
assistant manager of the operating department 
of the company. 

Only 54 of the 17,000 gas companies in the 
state have been similarly honored. 


Trolley Strike Ends 


B’ and trolley operators restored transit 
service recently in Reading, a war pro- 
duction center of 120,000, and in near-by Leb- 
anon after a 4-day work stoppage. 

The regional War Labor Board, which re- 
cently declined to grant them a wage increase, 
had issued a back-to-work directive. 

The 220 workers, members of the Amalga- 
mated Association of Street Electric Railway 
and Motor Coach Employees, stopped work 
on December 12th without explanation. 


Tennessee 


To Purchase Gas Plant 


es council granted City Manager George 
R. Dempster authority to negotiate pur- 
chase of the Knoxville Gas Company for 
“$450,000 or less” on December 26th over the 
arguments of a citizen who appeared before 
the body to protest the unwisdom of the pur- 
chase. 

James M. Webb, resident and mining and 
oil man for forty years, labeled the Knoxville 
Gas Company an “irresponsible organization 
with more libalities than assets,” telling the 


city council it would be “a losing investment.” 

Knoxville is an electric town,” Webb de- 
clared. With Tennessee Valley Authority elec- 
tricity successfully supplying this city with 
power, there will not be a large enough de- 
mand for gas to make the business profitable 
to the city, he asserted. 

It was subsequently reported arrangements 
for purchase of the company had been com- 
pleted, except for minor details, and the city 
would begin municipal operation of the gas 
system January lst. Operation will be by the 
city utilities board. 


> 


Texas 


Begins Natural Gas Study 


bts sale or transportation of natural gas 
in interstate commerce cannot be directly 
regulated or taxed by the state of Texas, the 
State railroad commission was told last month 
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at a hearing to study regulation and utiliza- 
tion of the resource. 

The commission met with producers of nat- 
ural gas in the first of a series of hearings to 
study a conservation program. Texas has re- 
cently become the southern terminus of an in- 
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terstate pipe line to West Virginia. Other 
hearings were scheduled to be held. 

Marshall Newcomb, general attorney for the 
Lone Star Gas Company, told the commission 
that the state has no power to regulate natural 
gas utilities in interstate commerce. 

Newcomb explained that his company has 
little direct concern with export of natural gas 
in the conduct of its business, and that it im- 
ports more than it exports. He noted, how- 
ever, that the company has always been vitally 
interested in conservation of natural gas and 
that its interest in the informal hearing was 
primarily to make available facts and argu- 
ments “as may permit an intelligent and fair 
handling of the subject.” 


The orders set forth that the investigation js 
necessary and proper in the public interest and 
to aid in the enforcement of the Natural Gas 
Act. The inquiry will determine whether the 
Chicago Corporation is a natural gas company 
within the meaning of the Natural Gas Act, 
and whether all rates charged and collected by 
the Tennessee Gas & Transmission Company 
and the Chicago Corporation within the juris. 
diction of the commission are proper and not 
discriminatory. 

Simultaneously, the FPC set for hearing on 
January 29th in Washington an application 
filed by Tennessee Gas & Transmission for 
authority to build and operate about 65 miles 
of additional pipe lines in Texas. 


Virginia 


Approves Transit Transfer 


1 geomet city council last month voted ap- 
proval of the transfer of the bus and 
streetcar systems of the Virginia Electric & 

Power Company to the Virginia Transit Com- 

pany, scheduled to become effective December 
Oth. 


However, the ordinance approving the 


transfer specifically provides that the change 
of ownership does not relieve the power com- 
pany of any of its original agreements and ob- 
ligations to the city. Councilman Rives Wor- 
sham, speaking for the council, said the vote 
was given with the understanding that the city 
later will approach the new company for new 
operating agreements, franchises, and other de- 
tails not included in the transfer agreement. 


ce 
Washington 


To Conduct Continuous Poll 


EATTLE citizens soon will find them- 
S selves taking part in an experiment in local 
government—a poll to measure citizens’ opin- 
ions on broad civic problems. 

It will be established and operated by the 
University of Washington psychology depart- 
ment, and specially trained students will ring 
the doorbells and ask the questions through- 
out the city, according to the American Mu- 
nicipal Association. 

Some of the questions that might be asked 


when the polling machinery gets into operation 
a 


re: 

What type of postwar projects should Seat- 
tle plan? Should we spend money for a new 
city, hall? What about revising the city char- 
ter! 

Are the citizens satisfied with the present 
service they are getting from Seattle’s city gov- 
ernment? From the King county government? 

Seattle city council members were reported 
pleased with the prospect of having in opera- 
tion a reliable method of finding out how the 
public feels on many municipal problems. 


cc 
West Virginia 


Utility Purchase Approved 


T= Federal Power Commission recently 
approved the acquisition of all the electric 
facilities of the West Virginia Light, Heat & 
Power Company, Sistersville, West Virginia, 
by the Monongahela West Penn Public Serv- 
ice Company of Fairmont, West Virginia. Ac- 
cording to the application filed under § 203 of 
the Federal Power Act by the Monongahela 
Company on November 24, 1944, the cash price 
of $427,633 is based upon the original cost of 
the properties involved, less depreciation as 


shown on the West Virginia Company’s books. 

Monongahela proposes, the order stated, to 
substitute its rates for those now in effect with 
the result that charges to consumers would be 
reduced about 10 per cent or some $21,000 a 
year. Located in Tyler, Wetzel, and Marshall 
counties, West Virginia, the facilities serve 
some 2,200 customers. 

The facilities proposed to be acquired are 
now interconnected with the Monongahela 
Company’s system and that company is now 
supplying the greater portion of West Virginia 
Light’s energy requirements. 
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The Latest 
Utility Rulings 


Property Values Not to Be Destroyed by 
Accounting Requirements 


Ts Montana commission, in a re- 
classification of accounts of the 
Montana Power Company, explained its 
view that in transactions where the con- 
sideration is other than cash the cost 
shall be based upon “commercial value,” 
and this value may be determined in any 
number of ways. Quoting from the 
opinion : 

First, this commission may determine 
whether a transaction is such that it will 
create a cost. Thereafter, this commission 
must take into consideration all of the ele- 
ments involved in that transaction to deter- 
mine the cost thereby created. This deter- 
mination may be made from a finding of a 
board of directors of a corporation, from 
engineering valuations, from various and 
sundry studies and experience appraisal 
tables, earnings, and all other information 
which may be available. This commission 
does not feel that it should bind itself to 
any particular theory of determining cost or 
value. 


All value of any property, utility or 
otherwise, said the commission, is based 
partly upon certain intangibles. There is 
going concern value and good will in any 
operating utility. An engineer may 
consciously or unconsciously take this 
into consideration. The commission said 
that it would consider intangibles and 
would amortize them in Account 100.5 or 
permit them to remain in the plant ac- 
count, as it saw fit, in accordance with the 
surrounding circumstances in any par- 
ticular case, depending upon what its 
best judgment should dictate. 

The system of accounts (similar to the 
system of the Federal Power Commis- 
sion) contemplates, according to the 
Montana commission, and is based on the 
theory, that a transaction between affil- 
lates should be recognized to the extent 
that it is based on the fair commercial 
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value of the property at the time. Such 
a transaction should be closely scruti- 
nized, but if it meets all of the tests which 
can be applied for fairness and sound 
commercial value, it should then be 
recognized. 

Referring to the attitude of the Fed- 
eral Power Commission staff, which, in 
the words of the commission, “took the 
position of criticizing every possible 
transaction,” the commission declared: 

The Federal Power Commission staff, in 

reaching its conclusions, disregarded state 
laws; and their brief argues that the Federal 
Power Act supersedes state law. We do 
not believe that this Federal agency has the 
right to disregard state laws. We find no 
conflict between the Federal Power Act and 
the state laws involved in this case and 
believe that the decisions of the Federal 
courts require the recognition of state laws, 
of corporations created by state laws, and 
transactions carried out under state laws. 
In fact, all transactions are carried out under 
state law. We consider this a fundamental 
question of states’ rights, and we cannot 
agree with a Federal agency which refuses to 
recognize a transaction carried out under 
state law. 


The commission found that there had 
been legally effective consolidations un- 
der state law. The commission refused 
to disregard such a transaction as a mere 
continuation of an earlier company. A 
new cost, the commission held, can be 
created upon consolidation. 

The commission referred to rulings 
and decisions of the Internal Revenue 
Bureau, which “jumps upon any trans- 
action which may create profit.” Profit, 
said the commission, is the result of a 
transaction which creates a cost. The 
commission continued: 

It recognizes every transaction which is 


recognized by the states in regard to cor- 
porations. This is just contrary to the posi- 
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tion of the staff of the Federal Power Com- 
mission. Accountants, lawyers, and their 
clients will soon be in a position of having 
to keep several sets of books in accordance 
with the regulation of any number of Fed- 
eral bureaus under whose jurisdiction they 
may be. We feel all of this can be avoided 
by following sound accounting and attempt- 
ing to determine the sound commercial value 
of the property involved. 


Consideration was given to current 
market quotations (in the early years), 
worth of stock equal at least to par value, 
dividend restrictions on certain kinds of 
stock, minutes of directors’ meetings 
fixing value (in the absence of fraud), 
and other evidence to find the value of a 
consideration other than cash. Once the 
public is allowed to invest in a public 
utility, said the commission, a great deal 
of caution should be exercised before the 


valuation placed upon the property of the 
company is reduced. 

Discussing the “period of opportu- 
nity” in the early days of Montana when 
pioneers took risks and developed prop- 
erties, the commission said that it did not 
believe people are subject to criticism for 
taking advantage of opportunities pro- 
vided the transactions are fair and are 
based on commercial value. Moreover, it 
was said, transactions between affiliates 
cannot be eliminated by any rule of 
thumb. A cost can be created in a trans- 
action between affiliates if that transac- 
tion is based on sound commercial value, 
The commission recognized also that in- 
tangibles do have value and should not 
be given the summary treatment of auto- 
matic amortization. Re Montana Power 
Co. (Docket No. 3421). 


@ 
Property Transfer to 
Corporation 


ib te California commission held that 


it may not authorize the transfer of 
public utility properties to a foreign cor- 
poration not presently lawfully transact- 
ing, within the state, a public utility busi- 
ness of like character. The commission 
accordingly denied an application by the 
Public Utilities California Corporation 
to transfer to Coos Electric Codperative, 
Inc., an Oregon corporation, authority to 
effect the transfer of electric and water 
utility systems in California. 

A purchaser of property devoted to a 
public use, said the commission, takes 
such property subject to all of its public 
utility obligations, even though the pur- 
chaser be an entity not subject to regu- 
lation under the Public Utilities Act. A 
private corporation is not exempt from 
regulation as a public utility merely be- 


Foreign Cooperative 


Disapproved 


cause such corporation may have been 
organized on a cooperative basis, the 
commission held. The commission con- 
tinued : 


The articles of the Oregon corporation 
indicate that one of the purposes of the cor- 
poration is to furnish electricity and water 
“to its members,” and such articles provide 
that the corporation “shall render no service 
to or for the public.” However, the powers 
and purposes which may be set forth in ar- 
ticles of incorporation do not of themselves 
fix the future status of a corporation as be- 
ing utility or nonutility in character. Even in 
cases where the issue is whether there has 
been a dedication to public use, the test of 
status is to be found in acts and perform- 
ance, rather than in statements contained in 
articles of incorporation or in bylaws. 


Re Public Utilities California Corp. 


(Decision No. 37389, Application No. 
25928). 


7 


Federal Action Excludes State Commission 
Jurisdiction over Railroad Securities 


, ‘Bee Missouri commission dismissed 
for lack of jurisdiction an applica- 
tion of Missouri-Kansas-Texas Railroad 
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Company for an order authorizing it to 
issue certain short-term notes in order 
that it might borrow funds to refund or 
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repay indebtedness owing to the Recon- 
struction Finance Corporation. The com- 
mission held that the Federal govern- 
ment had exercised its exclusive powers 
over the interstate railroad so far as to 
take possession of the field upon the par- 
ticular subject and had thereby made 
state regulatory statutes on the same sub- 
ject inoperative. 

The Interstate Commerce Act re- 
quires commission approval of the issu- 
ance of securities by interstate carriers 
maturing more than two years after date, 
while the Missouri statute requires ap- 
proval by the state commission of se- 
curities maturing more than one year 
after date. It might be contended, said 
the commission, that Congress had not 
entered the particular field of securities 
maturing after one year and not beyond 
two years after date so as to render in- 
operative the Missouri statute. In 
other words, said the commission, should 
the omission by Congress be deemed to 
be a “gleaning remaining abandoned in 
the field” so as to belong to the state un- 
der the authority of its statute? The 
commission thought not. It declared: 


While the law of the field, under the 
Mosaic Law, was that all gleanings falling in 
the harvest, and even the forgotten sheaf left 
in the field, belonged to the poor and dis- 
tressed who would appropriate them, we 
think the modern rule on the subject is less 
rigid. 

The Federal statute, it was pointed out, 
exclusively covers the subject of the is- 
suance of securities of interstate rail- 
roads, limits the purposes for which they 


may be issued, and prescribes which of 
such securities may and may not be is- 
sued without first obtaining an order of 
the Interstate Commerce Commission. 
The act confers exclusive and plenary 
jurisdiction upon the Interstate Com- 
merce Commission on the subject and 
authorizes issuance of securities and as- 
sumption of obligations or liabilities in 
accordance with the statute without se- 
curing approval other than as specified. 

The act provides that the carrier is- 
suing notes having the maturity in ques- 
tion shall, within ten days, file with the 
Interstate Commerce Commission a cer- 
tificate of notification. The commission 
concluded : 


Although the act of Congress does not 
require the previously obtained approval of 
the Interstate Commerce Commission before 
such a carrier may issue notes or securities 
to mature not later than two years after their 
date, still it exclusively covers the subject 
matter and lacks no potency to effectually 
render this Missouri statute inoperative on 
the same subject, in so far as it relates to 
this matter before us. Identity of provisions 
in national and state legislation is not re- 
quired, herein, in order for the former to 
render the latter inoperative, since the 
former obviously exclusively covers the 
field. If the rule were otherwise, no end of 
confusion would result, especially if the 
carrier operates, as does this one, in many 
states in some of which the national and 
state legislation might be identical, so as to 
render the latter inoperative, while in oth- 
ers the provisions in the legislation might 
not be identical, so as to leave the latter op- 
erative or partially so. 


Re Missouri-Kansas-Texas Railroad Co. 
(Case No. 10,587). 


e 


Refunding Bonds and Notes Authorized to 
Improve Financial Position 


Cee TRANSIT CoMPANY secured 
approval by the public utilities com- 
mission of the District of Columbia of 
the issuance and sale of $12,500,000 prin- 
cipal amount of first and refunding 
mortgage bonds, series A, 4 per cent, 
due December 1, 1964, and the borrow- 
ing from certain banks of the sum of 
$2,500,000 at an interest rate of 2.65 per 
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cent per annum. The loan is to be re- 
paid semiannually in aggregate amounts 
of $250,000. The proceeds of these se- 
curities, together with treasury and 
other funds, will be used to redeem, pur- 
chase, or pay, or to make provision for 
the payment of outstanding obligations. 

As the company proposed to sell the 
bond issue at competitive bidding, pur- 
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suant to the provisions of Rule U-50 of 
the Securities and Exchange Commis- 
sion, the District commission granted 
exemption from the competitive bidding 
requirements of its own Order No. 1465. 
(See also page 117.) 

The funded debt structure of the com- 
pany is extremely complicated, and, said 
the commission, the extent of the liens 
of the various mortgages is subject to 
doubt. The company will be faced with 
a heavy schedule of maturities during 
the next few years unless the proposed 
financing is consummated. Quoting 
from the opinion: 

Testimony has been offered to the effect 
that, in order to meet the substantial amount 
of debt maturing in 1947, the company would 
be required to conserve all possible cash by 
deferring the purchase of new streetcars, 
by modifying its bus purchase program, and 
by eliminating dividends on its capital 
stock. However, according to the record, 
even these drastic expedients would not 
place the company in a position to meet its 
1951 debt maturities. Therefore, it is pro- 
posed that the present unsatisfactory out- 
look be improved by the creation of a new 
mortgage constituting a first lien upon all 
the properties (other than such busses as 
will remain subject to outstanding pur- 
chase money obligations) ; and by providing 
for the retirement of debt on a more uni- 
form basis during the ensuing years. 


Since the commission is engaged in an 
examination of the company’s original 
cost records, it did not make a finding as 
to adjusted plant and property figures, 


but made an assumption (not to be 
binding in the future) of a figure of ap- 
proximately $48,500,000. The debt ratio 
in relation to plant under various as- 
sumptions would not be more than 52.9 
per cent. Even this ratio, said the com- 
mission, did not appear to be unreason- 
ably high. 

Testimony was presented concerning a 
sinking-fund requirement of $500,000 
annually and the relation of this require- 
ment to the prospective needs for capital 
expenditures necessary to maintain and 
improve service. The commission said: 

The testimony indicated that, if a more 
stringent debt retirement program should be 
imposed, the ability of the company to meet 
its ordinary equipment replacement needs 
would be impaired. As this commission is 
vitally interested, not only in the replace- 
ment of equipment as it becomes necessary, 
but also in the extension of facilities as pub- 
lic necessity may require, it concludes that 
the proposed annual sinking-fund require- 
ment is adequate for the protection of in- 
vestors, and that any increase in such re- 
quirement might be detrimental to the in- 
terests of the public. 


The commission concluded that the 
proposed financing was in the public in- 
terest, and the application was granted 
subject to dividend restrictions and to a 
requirement with respect to an annual 
provision for reserve for possible plant 
adjustments. Re Capital Transit Co. 
(PUC No. 3393, GD No. 1434, Formal 
Case No. 343, Order No. 2852). 


e 


Proof Required As to Operations As Basis 
For ‘‘Grandfather’’ Rights 


NE who seeks a certificate from the 

Interstate Commerce Commission 
under the “grandfather” clause of the 
Interstate Commerce Act on the basis of 
operations prior to June 1, 1935, must, 
according to a Federal court ruling, show 
the extent of prior operations. A finding 
that a carrier was engaged in seasonal 
transportation of agricultural commodi- 
ties during the summer months and that 
at other times he was without an ap- 
preciable amount of traffic, although he 
occasionally hauled other commodities, 
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was held not to be a sufficient basis. 

An argument that this finding was suf- 
ficient to prove bona fide operation as a 
motor carrier was said to be defective 
because it overlooked an additional find- 
ing that it was impossible to determine 
what the operations were during the 
“grandfather” period because the evi- 
dence did not show the time, origin, or 
destination of traffic movements at that 
time but commingled operations with 
those of others in such a way as to defy 
separation. The court noted that the 
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satute required the commission to spec- 
ify the services to be rendered and the 
routes over which the motor carrier is 
authorized to operate ; and, continued the 
court : 


It has been frequently held that this re- 
quirement contemplates that the commission 
shall preserve substantial parity between fu- 
ture and past operations and obviously the 
commission cannot carry out this function 
when the applicant fails to disclose the na- 
ture of the operations conducted on the 
“srandfather” date. : 


A suggestion that the court should 


send the case back to the commission for 
further consideration was disapproved, 
as there was no showing that the appli- 
cant had any other evidence of operations 
on the effective date than evidence con- 
tained in an affidavit which had been sub- 
mitted at the hearing and found to be 
inadequate. The grant or denial of a re- 
hearing for the purpose of producing 
further testimony was said to be a mat- 
ter resting within the commission. Serv- 
ice Trucking Co. Inc. of Federalsburg, 
he v. United States et al. 56 F Supp 
1003. 


7 


-Rate Base and Return in Trucking Industry 


HE Washington Department of 

Public Service, in authorizing an 
increase in charges for hauling lumber 
within a city, answered an argument 
that the “assumed rate base” was too low 
with the statement: 


It is true that the carriers consider their 
trucks to be very precious at the present 
time—and rightly so. But it is also apparent 
that when new trucks are again available the 
present equipment will have a relatively low 
value. It is also argued that not too much 


weight should be given to “rate base” and 
“rate of return” as a measure of just, fair, 
and reasonable rates in the trucking industry 
where investment is small relative to an- 
nual revenues. It is recognized that much 
more latitude, in terms of percentage, must be 
atlowed in connection with rate of return for 
the trucking industry (in which annual 
gross revenues will generally equal about 
three times the fair investment) and we are 
allowing that latitude. 


Re Charges for Hauling Lumber in City 
of Tacoma (Cause No. FH-7854). 


e 


Hydrant Charge Disapproved and Output 


Inclusion in Minimum Charge Permitted 


fe: Wisconsin commission, in 
authorizing an increase in municipal 
plant rates for water, found that pro- 
posals by the utility were discriminatory 
and substituted its own rate schedule. 
Particularly the commission disapproved 
the hydrant basis for fire protection 
charges. 

The utility had proposed a rate of $80 
per hydrant, which would, upon the basis 
of hydrants presently in use, afford a 
revenue from fire protection service of 
$17,440 net per year. This was said to 
be approximately $6,500 less than the 
amount which might be charged for fire 
protection service if that service were to 
yield to the utility its full return com- 
ponent. There was said to be no objec- 


tion to the utility’s charging less for fire 
protection service so long as the amount 
that the utility would thus forego would 
not be required to be made up from 
charges for service to other consumers. 
The commission continued : 


However, we do not consider that rates 
for fire protection service furnished by a 
municipally owned utility to the municipality 
should be prescribed upon the basis of the 
number of hydrants in the utility’s distribu- 
tion system or plant. The number of those 
hydrants is not logically nor necessarily pro- 
portionate to the cost of such fire protection 
service. We have accordingly devised a 
charge for fire protection service in this case 
which is not only considered to be but which 
we think will continue to be substantially 
proportionate to the cost of furnishing fire 
protection service in Menasha. 
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Specific rates in the proposed schedule 
applicable to general service did not ap- 
pear fair or equitable. The schedule 
would result in some decrease in charges 
to small consumers and a very consider- 
able increase in charges to larger con- 
sumers. The entire burden of the pro- 
posed increase in revenues from general 
service would be borne by the few large 
consumers, and at the same time smaller 
consumers would enjoy a decrease in 
rates. 

It was considered proper for charges 
to smaller consumers to be decreased and 
for rates to larger consumers to be in- 
creased, but the commission did not con- 
sider that either such increases or de- 
creases should be as much as would 
result if the utility’s schedule were 
placed in effect. 

Theoretically, at least, said the com- 
mission, minimum charges should not 


cover the furnishing of any water at all, 
Practically, however, it is not inequi- 
table to have some amount of water in- 
cluded in or covered by such minimum 
charges, since in very few, if any, cases 
are water connections made without a re- 
sulting monthly use of at least some 
small amount of water. 

The commission, in permitting the in- 
clusion of some water use in the minimum 
charge, said: 

We are prompted to permit the practice of 
allowing minimum monthly charges to cover 
the furnishing of a certain amount of water 
because of the difficulty which the utility 
will doubtless have in making its customers 
understand why they should pay anything 
for the mere availability of the service unless 
they actually receive some quantity of wa- 
ter. We thus permit practicalities to prevail, 
at least theoretically, over the requirements 
of a strict application of principles ... 


Re City of Menasha (2-U-1640). 


e 


Other Important Rulings 


HE Washington Department of 

Public Service imposed penalties 
upon a motor carrier operator for viola- 
tions of statutes and rules and regulations 
of the department governing motor 
freight carriers, stating that the provi- 
sions of the law and regulations are man- 
datory and that neither intent nor lack of 
intent is an element in determining 
whether a particular carrier has violated 
their provisions so as to call for imposi- 
tion of penalties. Department of Public 
Service v. McHugh (Order MV No. 
41731, Hearing No. 3201). 


The Pennsylvania commission dis- 
missed proceedings instituted against 
railroad companies and the city of Phila- 
delphia to determine the reasonableness, 
legality, and other matters affecting the 
validity of an agreement permitting the 
city to construct sewers across the right 
of way, where the companies had not 
been served with proper notice of the 
proceedings until the work contemplated 


had been completed. Commissioner 
Buchanan dissented, stating that the ma- 
jority had “elected to relieve the railroads 
of the burden of our procedural defects 
and the negligence and carelessness of 
the city of Philadelphia.” Re Philadel- 
phia, Newtown & New York Railroad 
Co. et al. (Public Utility Municipal Con- 
tract 1000). 


A New York court ordered a mu- 
nicipal water plant to permit a connec- 
tion with its main by a mill needing a wa- 
ter supply for its sprinkler system, pro- 
vided that only so much water should be 
drawn as might be reasonably required 
to maintain the sprinkler system in eff- 
cient operation, although the municipality 
contended that its water supply was in- 
adequate and it appeared that if village 
water was furnished for the entire mill 
purposes, no water might remain for use 
by the inhabitants generally. Dexter Sul- 
phite Pulp & Paper Co. v. Shaver et al. 
51 NY Supp(2d) 37. 


Note—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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FEDERAL POWER COMMISSION 


Re Wisconsin Southern Gas Company 


Opinion No. 118, Docket Nos. G-236, G-536 
October 3, 1944 


PPLICATION by gas distributing company for order pursuant 
A to § 7 of the Natural Gas Act directing a pipe-line company 
to extend facilities, establish physical connection, and sell gas 
for distribution, and application for certificate of public conven- 
tence and necessity to construct gas transmission line; denied. 


Service, 6 — Jurisdiction of Federal Power Commission — Gas extension. 

1. The Federal Power Commission has jurisdiction of an application by an 
intrastate company, distributing artificial gas locally, for an order pur- 
suant to § 7(a) of the Natural Gas Act, 15 USCA § 717{, directing an 
interstate pipe-line company to extend its facilities, to establish physical 
connection, and to sell natural gas to the applicant for distribution, where, 
upon completion of such connection, the applicant would be a “natural gas 
company” within the meaning of the act, p. 66. 


Certificates of convenience and necessity, § 5 — Jurisdiction of Federal Power 
Commission — Gas extension. 

2. The Federal Power Commission has jurisdiction of an application by a 
company distributing artificial gas locally for a certificate of public conven- 
ience and ‘necessity authorizing the construction and operation of a natural 
gas transmission line extending to connect with the facilities of an interstate 
pipe-line company, when, by reason of the connection, the gas company 
will become a “natural gas company” within the meaning of the Natural 
Gas Act, p. 66. 


Service, § 6 — Authority of Federal Power Commission — Gas extensions and 
connections. 
3. Congress, by § 7(a) of the Natural Gas Act providing that the Fed- 
eral Power Commission “may” by order direct a natural gas company to 
extend service if such action is found to be necessary or desirable in the 
public interest, vested in the Commission broad discretion in dealing with 
cases involving the exercise of authority to require the extension and con- 
nection of facilities and the rendition of additional service, p. 67. 


Service, § 205 — Interstate gas connection — Local authority of distributing com- 
pany. 
4. The Federal Power Commission cannot find that it.is desirable or neces- 
sary to direct a pipe-line company to extend its facilities and make a physi- 
cal connection with a distributing company proposing to substitute natural 
gas for artificial gas when the applicable state law has been amended, since 
the grant by the state Commission of authority for pipe-line construction, 
the effect of which has not been passed upon by the state court, and where 
the largest city served by the distributing company has not authorized a 
changeover from artificial to natural gas pursuant to state law; in the cir- 
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cumstances it is inappropriate to find that the action which the Commis. 
‘sion is requested to take, pursuant to § 7(a) of the Natural Gas Act, js 
necessary or desirable in the public interest, p. 68. 


(SmitH, Commissioner, dissents.) 


By the Commission: The above- 
named company (“applicant”) seeks, 
in Docket No.G-236, an order pur- 
suant to § 7(a) of the Natural Gas 
Act, 15 USCA § 717f, directing Nat- 
ural Gas Pipeline Company? to ex- 
tend its transportation facilities, to es- 
tablish physical connection of such 
facilities with those of applicant at the 
Illinois-Wisconsin State line near 
Genoa City, Wisconsin, and to sell 
natural gas to applicant for distribu- 
tion in southeastern Wisconsin. In 
Docket No. G-536, a certificate of pub- 
lic convenience and necessity is sought 
to authorize applicant to construct and 
operate a 44-inch outside diameter 
natural-gas transmission line extend- 
ing northward from such proposed 
connection for a distance of approxi- 
mately 50,000 feet to applicant’s exist- 
ing gas facilities at Lake Geneva, Wis- 
consin. 

Applicant is presently engaged in the 
manufacture of gas and its transporta- 
tion and distribution to consumers in 
a number of municipalities in Racine, 
and Walworth counties, Wisconsin, 
including Burlington, Lake Geneva, 
Williams Bay, Delavan, and Elkhorn. 
The object of these applications is to 
enable applicant to substitute straight 
natural gas for the manufactured gas 
now being served to its consumers. 

These proceedings were consolidat- 
ed for purposes of hearing, and after 
appropriate notice, hearings were held 





1 Hereinafter referred to as “Pipeline Com- 
pany.” 
56 PUR(NS) 


from May 11 to May 15, 1944. Oral 
argument was heard on July 12 by 
the Commission sitting en bane 
Numerous representatives of coal, rail- 
road, and labor interests, and the city 
of Milwaukee, intervened and opposed 
the applications. Interested state 
Commissions, including the Public 
Service Commission of Wisconsin, 
were invited to participate in the hear- 
ing, but none appeared. 


Jurisdiction 


[1, 2] The evidence clearly estab- 
lishes our jurisdiction to entertain the 
applications. Pipeline Company trans- 
ports natural gas from the Panhandle 
field in Texas, through Oklahoma, 
Kansas, Nebraska, and Iowa into Illi- 
nois, and is a “natural-gas company” 
within the meaning of the Natural 
Gas Act, as heretofore found by the 
Commission in Illinois Commerce 
Commission v. Natural Gas Pipeline 
Co. of America, Docket Nos. G-109 
and G-112 (1940) 2 Fed PC 218 
223, 35 PUR(NS) 41, affirmed 
(1942) 315 US 575, 86 L ed 1037, 
42 PUR(NS) 129, 62 S Ct 736. The 
evidence shows that applicant is en- 
gaged in the local distribution of ar- 
tificial gas within the meaning of 
§ 7(a) of the act; that the facilities 
which it proposes to construct are in- 
tended to be used for the transporta- 
tion of natural gas in interstate com- 
merce and that upon the completion 
thereof applicant would be a “natural- 
gas company” within the meaning of 
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the act.2. Thus, its proposed construc- 
tion and operation are subject to 
§§ 7(c) and 7(e) of the act, as amend- 
ed, requiring a certificate of public 
convenience and necessity.® 


Source of Gas 


Applicant manufactures its present 
supply of gas at its gas manufacturing 
plant located in Burlington. Such gas 
is transported to the communities 
served through 614 miles of 3, 4, and 
5-inch transmission lines, and is dis- 
tributed to applicant’s customers 
through approximately 96 miles of dis- 
tribution lines. 

Applicant proposes to discontinue 
the manufactuure of artificial gas and 
convert its system to the use of straight 
natural gas. In order to make such 
change-over in service, it would be nec- 
essary for Pipeline Company to con- 
struct approximately 6,000 feet - of 
transmission pipe line extending from 
a point on its existing 20-inch trans- 
mission line near Richmond, Illinois, 
to the terminus of applicant’s proposed 
pipe line at the Illinois-Wisconsin 
boundary and, in addition, to obtain 
necessary authority for the construc- 
tion of two complete railroad crossings 
on the 20-inch line. 

It should be noted, however, that 
Pipeline Company is not before us 
seeking authority under §§ 7(c) and 
7(e) to make the contemplated sale 
of natural gas. Additionally, although 
it has obtained a certificate under the 
“grandfather” provision of the act for 
certain of its facilities, Pipeline Com- 
pany does not seek authority to operate 


the 29-mile segment of its 20-inch pipe 
line extending between Belvidere and 
Richmond, Illinois, through which the 
applicant herein would be required to 
receive its supply of natural gas. 


Section 7(a) of the Act 


[3] These proceedings require care- 
ful consideration of the language of 
§ 7(a) of the Natural Gas Act, 15 
USCA § 717, providing: 

‘Whenever the Commission, after 
notice and opportunity for hearing, 
finds such action necessary or desirable 
in the public interest, it may by order 
direct a natural-gas company to ex- 
tend or improve its transportation 
facilities, to establish physical connec- 
tion of its transportation facilities with 
the facilities of, and sell natural gas to, 
any person or municipality engaged 
or legally authorized to engage in the 
local distribution of natural or ar- 
tificial gas to the public, and for such 
purpose to extend its transportation 
facilities to communities immediately 
adjacent to such facilities or to terri- 
tory served by such natural-gas com- 
pany, if the Commission finds that no 
undue burden will be placed upon such 
natural-gas company thereby: Pro- 
vided, That the Commission shall have 
no authority to compel the enlarge- 
ment of transportation facilities for 
such purposes, or to compel such nat- 
ural-gas company to establish physical 
connection or sell natural gas when to 
do so would impair its ability to render 
adequate service to its customers.” 
(Italics supplied.) 

Under § 7(a) we “may” by order 





2See Re East Ohio Gas Co. Docket No. 
oe Opinion No. 109 (1943) 52 PUR(NS) 


8It is noted that although applicant raised 
Some question respecting our jurisdiction in 


Docket No. G-536, at the hearing its counsel 
conceded that if applicant converts its pipe-line 
system to natural gas the Commission “prob- 
ably will have jurisdiction.” 
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“direct” a natural gas company to ex- 
tend its service if such action is found 
to be “necessary or desirable in the 
public interest.” From an examina- 
tion of the language of this section, it 
is apparent, that Congress vested in 
the. Commission broad discretion in 
dealing with cases involving the exer- 
cise of authority to require the exten- 
sion and connection of facilities and the 
rendition of additional service. 


State and Municipal Action 


[4] It is claimed by applicant that 
the action of the Wisconsin Public 
Service Commission, in April, 1942, 
pursuant to § 196.49, Wisconsin Stat- 
utes, authorizing applicant to con- 
struct some 10 miles of 3-inch outside 
diameter pipe line to connect its facil- 
ities at Lake Geneva with those of the 
Pipeline Company at the Illinois-Wis- 
consin state line at a point near Genoa 
City, together with terminal facilities 
at Lake Geneva, and permitting the 
substitution of natural gas for manu- 
factured gas is a sufficient authoriza- 
tion within the requirements of Wis- 
consin state law. Re Wisconsin 
Southern Gas Co. (Wis 1942) 45 
PUR(NS) 8. However, the applica- 
tion in the instant proceeding is for a 
44-inch outside diameter line. 

Moreover, effective April 17, 1943, 


two new subsections to the Wisconsin 
Public Utilities Act were enacted, viz., 
§§ 196.49 (4a)* and 196.58(6).5 I 
is contended by those who oppose the 
applications in these proceedings that 
these new provisions of the Wisconsin 
Statutes require approval of both the 
Wisconsin Commission and the mu- 
nicipal council of each city, town, or 
municipality affected as essential pre- 
requisites to the substitution of nat- 
ural gas for manufactured gas in Wis- 
consin. It is clear that applicant has 
not applied for nor secured such a cer- 
tificate subsequent to the enactment of 
this new legislation. We do not un- 
dertake to pass upon this matter since 
it involves a question of statutory con- 
struction which, to our knowledge, has 
not yet been passed upon by the Wis- 
consin courts. However, it is believed 
that this situation cannot be over- 
looked by us in determining whether 
we should exercise our discretion un- 
der § 7(a) of the Natural Gas Act. 
Furthermore, the record clearly 
shows that the city of Burlington has 
not authorized the proposed change- 
over from artificial to natural gas.’ 
More than one-fourth of applicant's 
customers are located in that city—the 
largest of the communities served by it. 
Although authorizations have been 
granted by certain other communities, 





#Section 196.49 (4a) requires, among other 
things, that the municipal council shall have 
first approved and authorized such substitu- 
tion, pursuant to § 196.58(6), before a cer- 
tificate of public convenience and necessity 
may be issued therefor by the Wisconsin Com- 
mission, and that in determining whether a 
certificate should be issued due consideration 
is to be given to the social and economic ef- 
fects of the proposed substitution upon em- 
ployment, existing business and industries, 
railroads and other transportation agencies 
and facilities, the state, any of its political sub- 
divisions, or any citizen or resident thereof. 

5 Section 196.58(6) : “No public utility fur- 
nishing and selling gaseous fuel to the public 
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shall change the character or kind of such 
fuel by substituting for manufactured gas any 
natural gas or any mixture of natural and 
manufactured gas for distribution and sale in 
any town, village, or city unless the municipal 
council thereof shall, bv authorization, passage, 
or adoption of appropriate contract, ordinance, 
or resolution, approve and authorize the same. 
No such contract, ordinance, or resolution, nor 
any failure or refusal by such municipal coun- 
cil to authorize, pass, or adopt the same shall 
be subject to the review provided by subsec- 
tion (4) of this section.” 

8 Application for permission to distribute 
natural gas in Burlington has been made, but 
approval thereof has not been obtained. 
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it is evident from the record that the 
proposed project would not be under- 
taken if the market in Burlington is 
unavailable. 

In the light of the foregoing circum- 
stances, should we find that it is de- 
sirable or necessary to “direct” the ex- 
tension and physical connection of 
facilities requested by applicant? We 
think not. Obviously we cannot com- 
pel local distribution of natural gas. 
State and local authorities have re- 
sponsibility over such aspects of the 
company’s business. Although we are 
cognizant of our broad authority un- 
der § 7(a) of the Natural Gas Act, it 
is our desire to achieve “a wise accom- 
modation between the needs of central 
control and the lively maintenance of 
local institutions.” 7 Therefore, in ex- 
ercising our discretion under such sec- 
tion, we look with disfavor upon an 
interpretation susceptible of implying 
coercive action on our part, especially 
in the absence of appropriate state 
and local authority. We believe this 
view is reasonable and consistent with 
that of the Supreme Court of the 
United States in Ohio Pub. Utilities 
Commission v. United Fuel Gas Co. 
(1943) 317 US 456, 467, 87 L ed 396, 
46 PUR(NS) 257, 264, 63 S Ct 
369, wherein, in discussing the Natural 
Gas Act, it is stated: 

“It is clear, as the legislative history 
of the act amply demonstrates, that 
Congress meant to create a compre- 
hensive scheme of regulation which 
would be complementary in its opera- 
tion to that of the states, without any 
confusion of functions. The Federal 
Power Commission would exercise 


7™See Palmer v. Massachusetts (1939) 308 
Pe as, 84 L ed 93, 31 PUR(NS) 242, 60 
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jurisdiction over matters in interstate 
and foreign commerce, to the extent 
defined in the act, and local matters 
would be left to the state regulatory 
bodies. Congress contemplated a 
harmonious, dual system of regulation 
of the natural gas industry—Federal 
and state regulatory bodies operating 
side by side, each active in its own 
sphere. See H. Rep. No. 2651, 74th 
Cong. 2d Sess. pp. 1-3; H. Rep. No. 
709, 75th Cong Ist Sess, pp 1-4; 
Sen Rep. No. 1162, 75th Cong. 1st 
Sess.” 

In the circumstances, we think it is 
inappropriate to find that the action 
which we are requested to take pursu- 
ant to § 7(a) is “necessary or desir- 
able in the public interest.” In view 
of this conclusion, it would appear un- 
necessary to discuss the other aspects 
of these proceedings. 

Accordingly, an appropriate order 
will be entered dismissing the applica- 
tions in both dockets. 


SMITH, Commissioner, dissenting: 
The applications herein should not, in 
my opinion, be dismissed on the 
grounds stated; findings should be 
made which would permit the issuance 
of the order and certificate sought upon 
a proper subsequent showing a full 
compliance with local requirements 
and subject to such further conditions 
as might be appropriate. 

It has been shown upon the record 
that for applicant to long continue its 
present service will require rehabilita- 
tion of its gas-manufacturing facilities 
at a cost of some $48,000. Even after 
such rehabilitation, the future of this 
important local service seems uncer- 
tain, while the relief of the customers 
from the relatively high rates under 
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which service is now rendered appears 
unlikely. The substitution of natural 
gas, on the other hand; while it would 
require an outlay by applicant of about 
$79,000, would result in a reduction 
of operating expenses in the estimated 
amount of $73,000 annually. On this 
basis, and reducing manufactured and 
natural gas to equivalent terms, an 
over-all rate reduction of about 20 
per cent—equivalent to a reduction of 
nearly 30 per cent in the rates for 
residential cooking and water-heating 
service, constituting about three 
fourths of its present total load—is 
proposed by applicant, subject to the 
regulatory jurisdiction of the Wiscon- 
sin Commission. It seems clear, there- 
fore, that the proposed substitution 
would be in the interest of both appli- 
cant and its present customers, with- 
out taking into account possible fur- 
ther advantages which might result 
from the potential expansion of the 
market. 

As to Pipeline Company the record 
is equally clear. Its existing transmis- 
sion facilities, except for two railroad 
crossings, are now complete to within 
about 6,000 feet of the proposed con- 
nection with applicant, although ap- 
proximately 29 miles of this pipe line 
are not now in use under operating 
authority of this Commission. The 
total cost of the construction required 
is estimated at about $20,600. War 
Production Board authorization has 
been secured for the necessary ma- 
terials and for the delivery of natural 
gas to applicant at a rate not to exceed 


345 thousand cubic feet per day. Pipe- 
line Company has stated its willing. 
ness to serve applicant if directed to 
do so and its ability to render adequate 
service to its customers without im- 
pairment by reason of the compara- 
tively small deliveries of gas contem- 
plated, which would amount to about 
0.1 per cent of the total rated capacity 
of its system. Conservatively esti- 
mated, available reserves now appear 
adequate for at least nineteen years 

From these facts I think we should 
conclude that the public convenience 
and necessity require the construction 
and operation of the facilities proposed 
by applicant, and that the order sought 
directing Pipeline Company to extend 
its facilities to physically connect with 
and to sell natural gas to applicant 
would be desirable in the public inter- 
est. The principal remaining question, 
which is the one chiefly dealt with in 
the majority opinion, concerns the 
willingness and ability of applicant to 
perform the service proposed. 

On this score, it may be question- 
able whether further approval by the 
Wisconsin Commission is required by 
reason of the revision of the state stat- 
utes in 1943 and the increase in out- 
side diameter of applicant’s proposed 
pipe line. This, I take it, is a matter 
for determination by the courts of 
Wisconsin, rather than by this Com- 
mission, yet our action herein, based 
in part on the construction that such 
further approval may be required, may 
effectively foreclose such determina- 
tion as a practical matter. Likewise 





1Cf. G-531 and G-544, Re Interstate Nat- 
ural Gas Co. (1944) certificate permitting 
extension of facilities where life of reserves 
estimated at twelve to thirteen years; G—443, 
G-306, G-307, and G-308, Re Southern United 
Gas Co. (1943) 50 PUR(NS) 97, certificate 
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permitting acquisition of facilities where 
known reserves sufficient for fifteen to twenty 
years; G-442, Re Lone Star Gas Co. (1944) 
certificate to successor company where life of 
reserves estimated at about fifteen years. 
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applicant’s inability to secure action— 
either favorable or unfavorable—by 
the municipal council of the city of 
Burlington on its application to substi- 
tute natural for manufactured gas, al- 
though such permission has been se- 
cured from the local authorities of all 
the other communities served, does not 
seem to me sufficient reason for failure 
to deal at this time with the applica- 
tions on their merits. I share the view 
that we should of course be guided by 
the wishes of the people of Wisconsin 
regarding the use of natural gas, and 
I recognize the fact that, unless the 
necessary authority were secured from 
the city of Burlington, which is the 
largest community served, the pro- 
posed substitution would probably not 
be effected, even for those communities 
which have already indicated their de- 
sire for it.* To dismiss the applica- 
tions now, however, may well preclude 
any expression on the part of the city 
of Burlington, whereas the entry of 
findings which would permit the sub- 
sequent granting of a certificate of 
convenience and necessity, contingent 
upon compliance with all local require- 
ments, would almost necessarily result 
in a definite expression—either pro or 
con—from that city. If the customers 
of Burlington wanted natural gas, 
they could get it; if they expressed a 
preference for the continuation of 
manufactured gas, they could effective- 
ly prevent the proposed substitution. 
In either event, the local authority 
would be decisive. 


The entry of findings regarding pub- 
lic interest or convenience and neces- 
sity prior to the final disposition of 
certificate cases is not without prece- 
dent. The Commission has not hesi- 
tated to indicate its intention to au- 
thorize the issuance of such certificates 
provided satisfactory further showings 
are made by applicants.* In the pres- 
ent instance it seems to me that this 
would afford a proper means of ensur- 
ing adequate protection of local inter- 
ests and points of view in so far as the 
issuance of the § 7(e) certificate to 
applicant is concerned. It would also 
constitute a means of providing for 
the proper application for and issuance 
of any § 7(e) certificate to Pipeline 
Company deemed necessary in connec- 
tion with the § 7(a) order which it 
has stated its willingness to accept. 
And it would have the advantage, both 
to applicant and to those of its custom- 
ers who have indicated their desire for 
natural gas, of avoiding further ex- 
tended proceedings or additional ob- 
stacles should they wish to continue 
their efforts to effect the substitution. 

In this proceeding a number of in- 
tervenors, representing coal, labor, and 
railway interests, opposed the granting 
of the applications. For the most part, 
they seemed concerned not so much 
with the substitution immediately pro- 
posed as with its possible effects upon 
the introduction of natural gas into 
the state of Wisconsin and the possi- 
bility that it might ultimately reach 
the Milwaukee market. It seems un- 





2 The record shows that the cities of Dela- 
van, Elkhorn, and Lake Geneva, the village of 
Williams Bay, and the townships of Delavan, 
Geneva, Lyons, Lynne, and Walworth have 
granted the necessary ordinances or certifi- 
cates. 

3 Opinion 39, G-106 and G-119, Re Kansas 
Pipe Line & Gas Co. and North Dakota Con- 
sumers Gas Co. (1939) 2 Fed PC 29, 30 PUR 


(NS) 321; Opinion 93, G-230; Re Tennessee 
Gas & Transmission Co. (1943) 50 PUR 
(NS) 199; Opinion 114, Re Hope Nat. Gas 
Co. (G-507), New York State Nat. Gas 
Corp. (G-508), Manufacturers Light & Heat 
Co. and Manufacturers Gas Co. (G—510), 
United Fuel Gas Co. (G-516), and Home 
Gas Co. (G-519), pp. 19-21 (1944). 
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necessary to point out that this broad- 
er question is not now before us in this 
proceeding. To the extent, however, 
that intervenors objected to the in- 
stant proposal as such, they were con- 
cerned chiefly with a possible, and 
highly conjectural, postwar expansion 
of the use of natural gas for boiler 
fuel in the area served by applicant. 
In view of the pendency of the com- 
prehensive Natural Gas Investigation 
recently instituted by the Commission,* 
it may again be unnecessary to touch 
here upon the problems of conserva- 
tion and utilization which the conten- 
tions of these intervenors involve. It 
is sufficient to point out the complica- 
tions created, in terms of public inter- 
est and national policy, by such factors 
as the extensive industrial use of gas 
in the producing areas and limitations 
upon this Commission’s authority, in- 
cluding the lack of regulatory jurisdic- 
tion’ over direct interstate sales of 
natural gas for industrial use. These 
are matters which will doubtless be 
explored fully in the course of the 
pending investigation. But it may be 
pointed out here that the Commission 
has not infrequently authorized the 
issuance of certificates when large 
amounts of gas were to be used for 
boiler-fuel purposes,’ while in other 
situations it has so conditioned its ap- 
provals as to restrict such use.® If 
the threat of boiler-fuel use in the 
present instance were deemed to jus- 
tify such action, an appropriate con- 


dition could no doubt be imposed in 
connection with any certificate which 
might be issued. 


ORDER 


Upon consideration of the entire 
record herein, the Commission, having 
this day adopted its Opinion No. 118, 
which is referred to and made a part 
hereof by reference, orders that: 

(A) The application of Wisconsin 
Southern Gas Company (“applicant”) 
in Docket No. G—236, for an order 
pursuant to § 7(a) of the Natural Gas 
Gas Act directing Natural Gas Pipe 
Line Company to extend its trans- 
portation facilities, to establish phys- 
ical connection of such facilities with 
those of applicant at the Illinois- 
Wisconsin state line near Genoa City, 
Wisconsin, and to sell natural gas to 
applicant for distribution in south- 
eastern Wisconsin, be and it is hereby 
dismissed. 

(B) The application of Wisconsin 
Southern Gas Company (“applicant”) 
in Docket No. G—536, for a certificate 
of public convenience and necessity to 
authorize applicant to construct and 
operate a 44-inch outside diameter 
natural-gas transmission line extend- 
ing northward from a point on the 
Illinois-Wisconsin State line near 
Genoa City, Wisconsin, for a distance 
of approximately 50,000 feet to ap- 
plicant’s existing gas facilities at Lake 
Geneva, Wisconsin, be and it is here- 
by dismissed. 





4G-580, Re Natural Gas Investigation, in- 
stituted by Order of September 22, 1944. 

5 E.G., G-398, Re United Gas Pipe Line Co. 
(1943) ; G-469, Re Colorado Interstate Gas 
Co. (1943); G—468, Re Interstate Nat. Gas 
Co. (1943) ; G-525, Re Kansas-Nebraska Nat. 
Gas Co. (1944), a large amount of the gas in 
this case, however, to be used by the Hastings, 
Nebraska, Naval Base. 


8 EF. G., Opinion 114, Re Hope Nat. Gas Co. 
(G-507), New York State Nat. Gas Corp. 
(G-508), Manufacturers Light & Heat Co. 
and Manufacturers Gas Co. (G—510), United 
Fuel Gas Co. (G-516), Home Gas Co. (G- 
519), p. 19 (1944); Opinion 114-A, ibid, 
pp. 9-10 (1944). 
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OHIO PUBLIC UTILITIES COMMISSION 


The East Ohio Gas Company 


City of Cleveland 


Nos. 11,001, 11,218, 11,442 
November 20, 1944 


PPEAL from ordinance prescribing rates for residential and 
d \ commercial gas service; rates held to be inadequate and 
substitute rates established. 


Rates, § 32 — Functions of Commission — Review of ordinance rates — Ad- 
ministrative action. 

1. The Commission acts administratively either when it exercises its legis- 

lative discretion to fix and determine just and reasonable rates or when it 


finds and declares that a rate fixed by ordinance is just and reasonable, 
p. 77. 


Return, § 21 — Reasonableness of rate — Nonconfiscatory rates. 
2. The function of the Commission, on appeal from a rate ordinance and 
in fixing a substitute rate for the rate established by the ordinance, is not 
to establish a rate which may be merely nonconfiscatory but rather the 
establishment of a rate that is fair and reasonable, p. 77. 


Valuation, § 10 — Valuation formula — Appeal from ordinance rates. 
3. The Commission is confined by statute, in the determination of fair and 
reasonable rates of a gas utility, to the use of the valuation procedure as 
set forth in the statute, whether it be in the initial determination of the 
reasonableness of a rate ordinance or in the determination of a substitute 
rate, p. 77. 


Valuation, § 79 — Reproduction cost — Steel prices. 


4. The prevailing price for steel pipe was used in arriving at reproduction 
cost new as of the valuation date, p. 80. 


Valuation, § 275 — Reproduction cost of pipe line — Performance estimates. 


5. Performance estimates of Commission engineers based on detailed stud- 
ies of company property, terrain wherein lines were constructed, and on 
numerous studies made on construction of lines of this company and other 
companies in the state, wefe used in arriving at cost of reproduction of pipe 
lines, p. 80. 


Valuation, § 80 — Reproduction cost — Labor rates — Union wages. 
6. Prevailing wage rates for common labor by union members engaged in 
construction work should be used in determining reproduction cost rather 
than a wage rate which an officer of another union testifies could be put 
into effect if common labor of his union should be organized for the proj- 
ect and if city officials would restrain interference on the part of the other 
union, p. 80. ’ 
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Valuation, § 167 — Reproduction cost of paving. 
7. The actual cost of replacing paving cut in laying distribution lines and 
service lines is more accurate in determining reproduction cost than hypo- 
thetical estimates as of a date certain, p. 80. 


Valuation, § 373 — Natural gas leases. 

8. The value new of developed natural gas leases should be based upon a 
determination of the average cost of developing a producing acre from the 
actual experience of the company, instead of determining the total of ex- 
ploration costs and arriving at the cost per acre by dividing this cost by 
the sum total of all acreage developed from explorations plus the unde- 
veloped acreage owned by the company as of the valuation date, since the 
inclusion of acreage not proven to be productive to determine the cost of 
obtaining a producing acre is incorrect, p. 81. 


Valuation, § 93 — Depreciation of general overheads. 
9.-General overheads should be treated as depreciable in the absence of 
evidence relative to survival of values attributable to such overheads after 
retirement of the related property, p. 82. 


Valuation, § 150 — Overheads — Taxes during construction. 


10. An allowance of 2 per cent was made for taxes during construction of 
a gas utility, p. 82. 


Valuation, § 139 — Overheads — Interest during construction. 
11. Interest during construction is dependent upon the average cost of 
money during construction and the average length of time that capital is 
invested prior to the property being placed in service, p. 82. 


Valuation, § 309 — Working capital — Gas utility. 
12. A gas utility was allowed for working capital one-eighth of the annual 
operating expenses (exclusive of gas purchased from an affiliated com- 
pany, rate case expense, depreciation, and depletion) plus the average 
amount of materials and supplies on hand, p. 83. 


Valuation, § 105 — Accrued depreciation — Gas well equipment — Salvage. 
13. Salvage value of gas well equipment, in determining accrued deprecia- 
tion, or depletion, should be computed as salvage net after cost of abandon- 
ment of the well, instead of treating the total worth of all removed well 
equipment as salvage and charging to expense the cost of abandoning the 
well, p. 83. 


Valuation, § 101 — Accrued depreciation — Inspection of pipe lines. 
14. Recent inspections of gas pipes were accepted as the most reliable evi- 
dence of accrued depreciation of such property in preference to estimates 


based on book records of property additions, retirements, and plant balances, 
p. 84. ' 


Valuation, § 98 — Accrued depreciation — General property — Adjustment of 
prior determination. 
15. Accrued depreciation on general property of a gas utility was deter- 
mined by bringing forward the accrued depreciation of such property as 
determined at an earlier date, with a deduction for annual depreciation and 
giving effect to property additions and property retirements, in preference 
to a determination based on book records of property additions, retire- 
ments, and plant balances on the assumption that what had happened in the 
past in regard to property since retired was the basis for assumption that 
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the same experience would prevail in regard to the property now in serv- 
ice—the determination being treated as an abstract accounting problem, 
p. 84. 

Expenses, § 135 — Natural gas utility — Cost of abandoning wells. 
16. Cost of abandoning natural gas wells should be excluded from operat- 
ing expenses when the net salvage method is used in arriving at the present 
value of well equipment, p. 85. 


Expenses, § 49 — Annuity payments — Addition to fund — Amortization. 
17. A company which has paid into an annuity trust fund an amount neces- 
sary to meet annuity payments instead of charging to operating expenses 
each year the amount necessary to make up the full payments should be 
permitted to amortize such lump sum payment over a 10-year period, 
p. 86. 

Expenses, § 114 — Federal income tax. 


18. A company which is not seeking an increase in rates, but is contesting 
an ordinance reducing rates to residential and commercial customers, should 
be allowed as an operating expense Federal income taxes increased on ac- 
count of war, instead of being limited to the combined normal and surtax 
rates for the year 1939, where revenue increases from sales of gas for 
industrial purposes have been credited to cost of service and by this treat- 
ment residential and commercial users receive the benefit from all war prof- 
its from the industrial sales, p. 87. 


Expenses, § 86 — Payments to affiliates — Gas purchases — Rate on file with 
Federal Commission. 

19. A state Commission must allow as an operating expense of a gas util- 

ity the amount paid to an affiliate for natural gas purchased where this was 

the rate filed with the Federal Power Commission and was the only rate 

which, under the terms of the Natural Gas Act, could be charged by the 
affiliated company, p. 89. 


Expenses, § 5 — Powers of Commission — Payments to affiliates — Gas purchases 
— Rates established under Natural Gas Act. 

20. A state Commission has no statutory authority, under the Natural Gas 
Act or otherwise, to compel a gas utility company a pay to its consumers the 
difference between wholesale rates of an affiliate established under the Nat- 
ural Gas Act and rates which the Federal Power Commission indicated would 
have been reasonable, by disallowing the difference as an operating expense, 
where the Federal Power Commission had no authority to order repayment 
of the difference to consumer companies and the distributing company has 
never received the difference back from the interstate company, p. 89. 


Return, § 26 — Reasonableness — Cost of capital. 
21. Cost of capital as a measure of the reasonableness of return should be 
based upon a coincident yield on bond, preferred stock, and common stock 
money, p. 91. 

Return, § 101 — Natural gas utility. 
22. The return of a natural gas company was fixed at 64 per cent on the 
value of the property used and useful in furnishing service, p. 91. 

Rates, § 307 — Charges for meter setting and turning on gas. 
23. A rate structure which provides for charges for meter setting and 
turning on gas is not a desirable one; and a rate should be established which 
will meet the cost of service without the imposition of such charges, p. 94. 
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Rates, § 5.1 — Substitute for ordinance rates — Stabilization Act. 
24. A rate found by the Commission to be reasonable as a substitute for 
an inadequate rate fixed by ordinance prior to the enactment of the Emer- 
gency Price Control Act of 1942 and the Amendment thereto of October 
2, 1942, which substitute rate is substantially lower than the rate which was 
collected on September 15, 1942, should be established, p. 94. 


By the Commission: This matter 
comes before the Commission on the 
complaint and appeal of The East 
Ohio Gas Company as to ordinances 
passed by council of the city of Cleve- 
land, Ohio, on May 22, 1939, Novem- 
ber 20, 1939, and May 20, 1940, 
which ordinances fixed for terms of 
six months each the rates to be 
charged for natural gas furnished to 
residential and commercial customers 
in the city of Cleveland The three 
ordinances all provide the same rates, 
namely : 

Paret SoM eu es snes see's 48¢ per M cu. ft. 


All over 2 Meu. 4: .. 6.6.6 55¢ per M cu. ft. 
Minimum Charge 75¢ per month 


Pending determination of the rea- 
sonableness of the above rates, the util- 
ity elected, pursuant to statutory pro- 
visions, to collect during the pendency 
of the appeal the rates previously in 
effect, namely: 


First 400 cu. ft. or less, or none, measured 
through any one meter, 

For all over 400 cu. ft. per month measured 
through such meter, per month, 54¢ per one 
hundred cubic feet. 


As provided by § 614-45, the util- 
ity has filed a bond to guarantee the 
refund of all amounts collected by it in 
excess of the final rate determined. 

The city of Cleveland filed a motion 
to dismiss the above appeals for lack 
of jurisdiction. This Commission 
overruled the motion to dismiss, 
whereupon the city of Cleveland ap- 
pealed to the supreme court of the 
state of Ohio and secured a temporary 
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writ of prohibition relative to proceed- 
ing with hearings before the Commis- 
sion on the merits of the case. On 
December 10, 1940, the supreme court 
of the state of Ohio in State ex rel. 
Brainard v. McConnaughey, 137 Ohio 
St 431, 38 PUR(NS) 167, 30 NE 
(2d) 699, sustained the action of the 
Commission in denying the motion of 
the city of Cleveland and held therein 
that in the event this Commission 
should, in an appeal under § 614-44, 
find the ordinance rates to be unrea- 
sonable, substitute rates should be 
fixed for a reasonable period which 
should be for not less than two years. 

Following this decision of the su- 
preme court of the state of Ohio, hear- 
ings in this case were held in March, 
May, November, and December of 
1941, occupying a total of thirty-two 
days. Extensive briefs were filed in 
1942 and in February, April, and May 
of 1943, an additional seven days of 
hearings brought the evidence in the 
case up to date. At that time the 
Commission’s engineers submitted 
certain testimony relative to the value 
of the property used and useful in 
furnishing the service. Final argu- 
ments were made on June 9 and 10, 
1943. 

Shortly after these final arguments 
were made it became apparent that the 
case of Federal Power Commission v. 
Hope Nat. Gas Co. then pending in 
the Supreme Court of the United 
States ([1944] 320 US 591, 88 L ed 
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276, 51 PUR(NS) 193, 64S Ct 281), 
would be argued in the early fall and a 
final decision rendered shortly there- 
after relative to the wholesale rate 
which East Ohio pays the related 
Hope Natural Gas Company for about 
75 per cent of its gas requirements. On 
January 3, 1944, the Supreme Court 
of the United States affirmed the order 
of the Federal Power Commission re- 
ducing the rates of Hope to East Ohio 
to an average rate of 294 cents per 
thousand cubic feet on and after July 
15, 1942. 

The city of Cleveland shortly there- 
after filed an application for the re- 
opening of the present case to permit 
the submission of additional evidence 
relative to the Hope rate. This ap- 
plication was granted and at the same 
time an order was issued ordering East 
Ohio to submit evidence bringing 
down to date its operating results. 
Hearings were held on June 5, 1944, 
and the case was then finally submitted 
for disposition. 

Early in 1943, in conformity with 
the provisions of § 1 of the act of Octo- 
ber 2, 1942 (Public Law 729, 77th 
Cong.), entitled ““An Act to amend the 
Emergency Price Control Act of 1942, 
to aid in preventing inflation and for 
other purposes,” East Ohio filed with 
the Price Administrator of the Office 
of Price Administration a notice of 
the pendency of the present case and 
a consent to intervention by the Price 
Administrator. On application to this 
Commission the Price Administrator 
in an order dated January 27, 1943, 
was authorized to intervene and there- 
after counsel for the Price Adminis- 
trator participated in all subsequent 
hearings and in the final argument. 

[1-3] In its “Memorandum of Law 


on What is a Just, Reasonable, and 
Nonconfiscatory Ordinance Rate” the 
city states at page 1: 

“A. There is no statutory provision 
imposing upon the Commission any 
formula by which it shall decide the 
question whether an ordinance rate is 
just and reasonable, or unjust and un- 
reasonable.” 

At page 2 thereof it further states: 

“The legislature has appropriately 
provided no formula for council to fol- 
low because council in fixing a max- 
imum rate acts legislatively. East 
Ohio Gas Co. v. Cleveland (1938) 24 
PUR(NS) 221, 94 F(2d) 443, cert. 
den. (1938) 303 US 657, 82 L ed 
1116, 58 S Ct 761. The legislature 
has provided a valuation formula for 
this Commission to follow when the 
Commission fixes a substitute rate 
only because this Commission in fixing 
a substitute rate acts administrative- 
ly.” 

The city further calls our atten- 
tion in its memorandum to a former 
opinion of this Commission, East 
Ohio Gas Co. v. Cleveland (1934) 4 
PUR(NS) 433, 437, in which the 
Commission said: 

“There is no statutory provision 
imposing upon the Commission any 
rule by which it shall decide the pre- 
liminary question as to whether the 
ordinance rate is, as a matter of fact, 
unreasonable but when the Commis- 
sion has determined that it is unrea- 
sonable and begins its investigation 
through which it is to determine the 
rate to be fixed by the Commission 
then there are specific statutory direc- 
tions that must be followed.” 

It is apparent in its discussion of 
this subject that the city has in mind 
the possible use by council of more 
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than one formula for the determination 
of a rate base and further that this 
Commission is free in the determina- 
tion of the reasonableness of a rate 
ordinance to employ such formulae. 
It would therefore follow that this 
Commission “may find and declare” 
that a rate fixed by ordinance is just 
and reasonable by the use of one or 
several formulae, although if the Com- 
mission, in its judgment, predicated 
on one or more of these formulae 
“shall be of the opinion that the rate 
so fixed by ordinance is or 
will be unjust or unreasonable” then 
it must use but one formula, namely, 
the statutory valuation procedure in 
the determination of a “just and rea- 
sonable” rate. The above quotations 


are from § 614—46 General Code. 
We agree with the city that in fix- 
ing a substitute rate we are acting ad- 


ministratively, but it is not stated in 
what capacity we act when we “find 
and declare the city rate . . . so 
fixed by ordinance is just and reason- 
able and ratify and confirm the same.” 
If the Commission in determining the 
reasonableness of an ordinance rate is 
not bound by any formula, then as a 
practical matter it would seem to fol- 
low that the Commission should adopt 
the formula or formulae employed by 
the city in its determination of a fair 
and reasonable ordinance rate. Unless 
this were done it would seem impossi- 
ble for the two bodies,-a city council 
and this Commission, ever to arrive at 
the same just and fair rate because it 
is well known that results may vary de- 
pending upon the formula used. It is 
obvious in this case that the city 
would not present this argument un- 
less such a result would ensue. On an 
appeal to this Commission by a public 
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utility from a rate ordinance it is re- 
quired to bear the burden of estab- 
lishing the unreasonableness of the or- 
dinance rate. This proof is made to 
the Commission. Is it contemplated 
that the utility in such case would be 
limited in its proof to evidence which 
would be competent only under use of 
the formula adopted by the city in ar- 
riving at the ordinance rate? Is it 
contemplated that such evidence, if it 
is not evidence relating to valuation as 
required by the Ohio statutes, shall not 
be used or considered by the Commis- 
sion in fixing a reasonable substitute 
rate if the ordinance rate is found to 
be unreasonable? It would seem to 
follow from the argument advanced 
that evidence competent in one in- 
stance on the question of fairness and 
reasonableness would be incompetent 
in the same proceeding upon the same 
question. We do not believe that this 
Commission had this result in mind 
at the time the foregoing statement 
was made by it and the record of that 
case refutes the contention that the 
Commission intended such _ conse- 
quences. 

In our opinion we are acting admin- 
istratively either when we exercise our 
legislative direction to “fix and deter- 
mine the just and reasonable rate” or 
when we “find and declare that the 
rate so fixed by ordinance is 
just and reasonable.” Our function in 
passing upon an ordinance rate is to 
determine its justness and fairness not 
whether it is confiscatory. In fixing 
a substitute rate our legislative man- 
date is to fix a fair and reasonable rate. 
It may be true that a rate fixed by a 
city council in the exercise of its legis- 
lative power may be nonconfiscatory 
in the judicial sense but nevertheless 
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unjust and unreasonable. It is like- 
wise true that a rate fixed by this 
Commission may be fair and reason- 
able from the standpoint of both the 
utility investor and the consumer and 
be much above the zone of confiscation. 
In other words, the function of this 
Commission it seems to us is not to 
establish a rate which may be merely 
nonconfiscatory but rather the estab- 
lishment of rates that are fair and rea- 
sonable. We believe that the inter- 
pretation placed upon the statutes of 
Ohio by the supreme court of this 
state have confined us in the deter- 
mination of fair and reasonable rates 
of a gas utility to the use of the val- 
uation procedure as set forth in the 
statutes whether it be in the initial de- 
termination of the reasonableness of a 
rate ordinance or in the determination 
of a substitute rate. 


Rate Base 


In addition to the local distribution 
system, the property of the East Ohio 
Gas Company used in furnishing gas 
to users in Cleveland included a pro- 
portion of production, transmission, 
and general property which because of 


Description 
Field Line Construction 
Field Line Equipment 
Transmission Line Equip. ........ 
Distribution Line Equip. (Exclusive 
of Pavement Removed and Re- 
placed) 
Pavement Replaced 


Total Account 234 
Service Line Equipment (Exclusive 
of Pavement Removed and Re- 
placed) 
Pavement Replaced 


Total Account 235 
Less: Ten per cent of net mill 
prices of line pipe 


Total Pipe Line Accts. ....seee.- 
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its functional nature is used in the 
system-wide operations. City and 
company are in agreement as to the 
method of allocation of the portion of 
these groups of property assigned to 
the service of users in Cleveland. The 
city and company have made further 
agreements relative to the reproduc- 
tion cost new and the present value of 
certain items of property. Increased 
demands for service and depletion of 
gas reserves in the Appalachian area 
during the period since June 30, 1939, 
have necessitated substantial addition- 
al investments on the part of the com- 
pany. The valuations set forth herein 
will include the additional facilities 
added from year to year. 

The major differences between the 
parties are in regard to the reproduc- 
tion costs new and accrued deprecia- 
tion of the pipe line accounts, namely, 
Account 213, Field Line Construction ; 
Account 214, Field Line Equipment; 
Account 226, Transmission Line 
Equipment; Account 234, Distribu- 
tion Line Equipment, and Account 
235, Service Line Equipment. The 
reproduction costs new submitted are 
as follows: 

Reproduction Cost New as of June 30, 1939 
Commission’s 
Engineers 

$930,482 


1,464,339 
11,083,468 


City 


$883, 
1,434,744 
10,235,567 


Company 

$1,075,256 
1,707,652 

13,483,796 


18,275,230 
712,028 


$18,987,258 


13,344,714 
393,514 


$13,738,228 


16,807,255 
393,514 


$17,200,770 


1,982,334 2,068,121 


15,028 
$2,083,149 


2,106,676 
22,291 15,028 


$1,997,362 


$2,128,967 
(1,294,769) 


$36,088,160 $32,762,208 
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The differences between city and 
company in regard to reproduction 
cost new of Field Line Construction, 
Field Line Equipment, and Transmis- 
sion Line Equipment, are due to dif- 
ferences in prices for steel pipe and 
differences in manual and machine per- 
formance in excavating and backfilling 
trench for pipe. There is also a differ- 
ence in the estimates of the amount of 
trenching that may be done by trench- 
ing machine. 

[4—7] The differences between city 
and company estimates of cost of re- 
production new of Distribution Lines 
and Service Lines are due to differ- 
ences in prices for steel pipe, differ- 
ences in performance for manual and 
machine excavation and backfill, and 
differences as to the wage rate for 
common labor. There is an additional 
difference in the amounts included for 


cost of replacement of paving actually 
removed and replaced in the installa- 


tion of lines and services. The com- 
pany inclusion for this item is an es- 
timated cost of replacement as of the 
date certain, whereas the amount in- 
cluded by the city is the sum of the 
actual amounts paid for replacement 
of this paving at the time it was re- 
placed. 

As regards the price of steel pipe as 
of June 30, 1939, the company used a 
price of $54 per ton for plain end pipe. 
The city used prices of $45 per ton for 
pipe 6 inches in diameter and smaller 
and $42.63 for pipe larger than 6 
inches diameter. In the valuation of 
the property as of June 30, 1939, the 
Commission’s engineers used a price 
of $44.44 per ton for plain end pipe 
and an average price of about $46 per 
ton for all steel pipe including screw 
pipe. The $44.44 per ton price was 
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based on two large purchases made in 
the Appalachian area in 1940. The 
company represents that this average 
price is too low for the various sizes 
and tonnages of pipe in its system, 
even at a time of a distressed pipe 
market such as existed in 1939 and 
1940. It is admitted by all parties that 
steel prices were abnormally low dur- 
ing the years 1939 and 1940. The tes. 
timony in the case discloses that in the 
year 1941 sales for large pipe-line 
projects were being made at an aver- 
age price of $60 to $63 per ton, which 
is approximately the normal price for 
some years prior to 1939. In arriving 
at the reproduction cost new of the 
property as of June 30, 1939, and June 
30, 1940, we use the price of $44.44 
per ton for plain end pipe, that being 
the prevailing price for those dates 
from the evidence in the case. In ar- 
riving at the value of the property as 
of June 30, 1941, and thereafter, the 
1941 prices averaging about $63 per 
ton are used. 

As regards manual and machine 
performance in excavation and back- 
fill for construction of field lines, trans- 
mission lines, and distribution lines, 
the record in the case indicates that 
the estimates of the city are not based 
on any actual experience. in Ohio 
(Howson R. 1242-1244, 1271). The 
company has adopted the performances 
used by the Commission’s engineers. 
These estimates of the Commission's 
engineers are based on detailed studies 
of the property of the company, the 
terrain wherein the lines are construct- 
ed and on numerous studies made on 
construction of the lines of this and 
other companies in the state of Ohio. 
In arriving at the costs of reproduction 
of the pipe lines of the company, the 
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performance estimates of the Commis- 
sion’s engineers are used. 

The city and company are in agree- 
ment as to labor rates to be used on 
field and transmission lines as of 
June 30, 1939. They are not in agree- 
ment as to the rates for common labor 
for construction of the distribution 
lines in the city of Cleveland as of 
June 30, 1939. The city uses a rate 
of 624 cents per hour for common la- 
bor, based on the testimony of its wit- 
ness Fuller. The witness Fuller, an 
executive officer of the CIO, testified 
that in his opinion he could organize a 
sufficient force of common labor of 
CIO membership at a wage of 624 
cents per hour for construction of the 
distribution lines in Cleveland without 
interference from the American Fed- 
eration of Labor building trades. It 
is admitted in the testimony that to 
date no such effort to invade the build- 
ing trades in Cleveland has been made 
by the CIO and that to date all con- 
struction projects in Cleveland have 
been built by those of A.F. of L. mem- 
bership. The record further discloses 
that contractors constructing lines 
within the city of Cleveland for the 
East Ohio Gas Company were paying 
for common labor as of June 30, 1939, 
the A.F. of L. rate of 85 cents per 
hour. The estimates of Mr. Fuller 
are predicated, as he states, on the as- 
sumption that in the event the com- 
mon labor on this project were or- 
ganized under the CIO he would de- 
pend upon officials of the city of Cleve- 
land to restrain any interference on the 
part of the A.F. of L. 

The possibility of hiring sufficient 
common labor enrolled in the CIO at 
a wage of 624 cents per hour at a time 
when all such construction work in 
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Cleveland is being done by A.F. of L. 
membership at a rate of 85 cents per 
hour is speculative. On the record in 
the case we are using a rate of 85 cents 
per hour for common labor in the de- 
termination of the cost of reproduc- 
tion of the company’s distribution sys- 
tem in the city of Cleveland as of 
June 30, 1939. 

As regards the item of paving ac- 
tually cut and replaced in laying distri- 
bution lines and service lines in the 
city of Cleveland, the actual cost of 
replacing the paving cut appears to be 
more accurate than the hypothetical 
estimates of the company. 

The reproduction cost new of these 
items of property thus arrived at are 
as follows: 


Acct. Reproduction 
No. Description Cost New 
213 Field Line Construction .. $930,482 
214 Field Line Equipment .. — 1,464,339 
226 Transmission Line Equip- 
a RN Ae es Sap phate Se 11,083.468 
234 Distribution Line Equip- 
WR Sh cen cree eee 17,200,770 
235 Service Line Equipment .. 2,083,149 


Total Pipe Line Accounts $32,762,208 


Other Items of Disputed Value New 
Acct. 244 General Office Land 
Acct. 245 Other General Land 
The city and company are not in 

agreement on these land values and 
submit respectively the same values 
that were submitted in the 1937 case. 
On the record submitted and the state- 
ment by all witnesses that there has 
been no change in land values since 
the prior case, we see no reason to dis- 
turb the figures adopted by the Com- 
mission in that case. 


Operating Leases Developed by the 
Company 

[8] The company method of arriv- 

ing at the value new of leases de- 
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veloped by the company is the same as 
used by this Commission in the 1937 
case. This method consists of a de- 
termination of the average cost of de- 
veloping a producing acre from the 
actual experience of the company. The 
method used by the city is the same in 
so far as the determination of the total 
of exploration costs, but in arriving at 
the cost per acre, the city divides this 
cost by the sum total of all acreage de- 
veloped from these explorations plus 
the undeveloped acreage owned by the 
company as of the date certain. The 
method used by the city would be cor- 
rect if as a result of these explorations 
the undeveloped acreage as of the date 
certain had been actually developed as 
productive acreage but was not present- 
ly used and useful but held in reserve. 
This acreage is not proven productive 
acreage and its inclusion as such to 
determine the cost of obtaining a pro- 
ducing acre is incorrect and results in 
a conclusion that is less than the actual 
cost to the company of obtaining a 
producing acre. The developed lease- 
holds are included in the reproduction 
cost new of the property on the same 
basis that was used in the 1937 case, 
which method of determination was 
reviewed and approved by the supreme 
court of the state of Ohio (1940) 137 
Ohio St 225, 35 PUR(NS) 158, 28 
NE(2d) 599. 


General Overheads 

The company has included in its 
valuation for general overheads 16.63 
per cent which is the percentage used 
by agreement of city and company in 
the 1931 Cleveland Case and was first 
used by both city and company and 
then attacked by the city in the 1937 
Cleveland Case. Of these 16.63 per 
cent of general overheads 63 per cent 
56 PUR(NS) 


depreciate and 37 per cent do not de- 
preciate. In the case at hand the city 
of Cleveland uses general overheads 
totaling 14.48 per cent. The differ. 
ences are in amount 1 per cent on taxes 
during construction and 1.15 per cent 
in interest during construction shown 
as follows: 
Company City * 
Preliminary Organization .5 % 5% 
Engineering and Superin- 
tendence During Con- 
struction 
Administrative and Legal 
Expenses During Con- 


tion 2.0 % 
Taxes during Construc- 


45 % 45 % 


2.0 % 
1.0 % 
8.0 % 
6.48% 


14.48% 


tion 2.0 % 
9.0 % 


Total above 
Interest during Construc- 
tion ** 


Total Overheads .. 16.63% 


* All depreciable whereas 63% of company 
overheads are treated as depreciable. 

** Interest during construction, basic rates, 
company 7%, city 6%, and interest at these 
rates computed on the above 9% and 8% over- 
heads. 

[9-11] Counsel for the city of 
Cleveland in final argument stated 
that the effect of the testimony of city 
witness Howson was that 2 per cent 
was a proper allowance for taxes dur- 
ing construction if overheads depre- 
ciate. In actual experience the sur- 
vival of value identified with general 
overheads after retirement of the 
property is speculative. Additional 
administrative and engineering costs 
are often attendant to replacement of 
property and where property is retired 
and no replacement made the propriety 
of retaining in plant and property any 
general overheads identified with the 
item retired may well be questioned. 
In the absence of agreement between 
the interested parties this Commission 
has always treated all general over- 
heads as depreciable. The record in 
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the case at hand contains nothing con- 
vincing relative to survival of values 
attributable to general overheads after 
retirement of the related property. 
We will therefore treat all general 
overheads as depreciable and allow 2 
per cent for taxes during construction. 
As to the item of interest during con- 
struction, this is dependent upon (a) 
the average cost of money during con- 
struction and (b) the average length 
of time that capital is invested prior 
to the property being placed in serv- 
ice. The city uses a 2-year period but 
does not state precisely how this is ar- 
rived at. The company urges that on 
the average more than two years 
would be required; but does not give 
effect to more than two years in ar- 
riving at the 7 per cent. As to money 
rates, it appears that the average cost 
of capital has decreased since 1931 
when 7 per cent was agreed upon. In 
arriving at the allowance for interest 
during construction neither city nor 
company has set forth the financing 
program for the construction period. 
If all securities are marketed at the out- 
set of the project, then such funds un- 
til invested in construction or land 
acquisition should have some earnings 
in the interim to be credited against in- 
terest and dividends during construc- 
tion. If moneys for construction are 
received by sale of securities from time 
to time, the actual cost of money will 
depend upon how long such financing 
is done prior to the property being 
placed in operation. On the record be- 
fore us it appears that the city allow- 
ance of 6.48 per cent for interest dur- 
ing construction is adequate. 
Working Capital 

[12] The city contends and has sub- 
mitted the testimony of its witness 
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Grinstead, to show that the company 
requires no cash working capital. The 
city contends that in its operations 
East Ohio is a fully integrated operat- 
ing company, “daily collecting rev- 
enues and paying bills for services and 
materials, accumulating funds for the 
future payment of taxes and dividends 
and for depreciation and depletion” 
Therefore, concludes the witness for 
the city, no consideration has been 
given to hypothetical working capital 
which might be required to start a util- 
ity business. The testimony on this 
matter is not convincing. It does not 
fully reflect the working capital re- 
quirements of this company. It is ad- 
mitted by the witness for the city that 
he knows of no case of record where 
no allowance was made for cash work- 
ing capital. In the three cases cited by 
the city (Re Los Angeles Gas & E. 
Corp. [Cal] PUR 1931A 132, 144— 
146, 155; Re Peoples Gas Light & 
Coke Co. [Ill 1937] 19 PUR(NS) 
177, 242, 243, 259; Re Brooklyn Bor- 
ough Gas Co. [NY 1937] 21 PUR 
(NS) 353, 417, 420) substantial al- 
lowances were made for cash working 
capital, and the decisions thereon were 
merely in regard to allowances in ar- 
riving at the real requirements. Hav- 
ing reviewed the requirements of the 
East Ohio Gas Company there is al- 
lowed herein for working capital 4 of 
the annual operating expenses, exclu- 
sive of gas purchased from Hope Nat- 
ural Gas Company, rate case expense, 
depreciation and depletion, plus the 
average amount of materials and sup- 
plies on hand. 


Accrued Depreciation 
Gas Well Accounts: 
[13] Both city and company use 

the rock pressure decline method of 
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determining accrued depreciation or 
depletion in Account 221, Gas Well 
Construction, and Account 212, Gas 
Well Equipment. The only disagree- 
ment is in regard to the treatment of 
salvage of well equipment in Account 
212. The city in arriving at the sal- 
vage value of gas well equipment com- 
putes the salvage net after cost of 
abandonment of the well. The com- 
pany treats the total worth of all re- 
moved well equipment as salvage and 
charges to expense the cost of aban- 
doning the well. There is no dis- 
agreement as to amounts of salvage or 
cost of removal. The differences are 


in regard to accounting treatment of 
cost of removal of well equipment. 
The accepted method of treatment of 
this item in the latest published sys- 
tems of accounts is the same as for 
other classes of property, namely, the 


net salvage method and we are there- 
fore using the net salvage method in 
arriving at the present value of gas 
well equipment. 


All Other Accounts: 

[14, 15] The company suggests 
that the accrued depreciation be de- 
termined by giving effect to property 
additions and annual depreciation 
from the valuation in the 1937 case to 
date. The city in September, 1940, 
requested that pipe inspections be 
made in this case inasmuch as no such 
inspections had been made since 1931 
and 1932. The city’s motion was 
granted and under the supervision of 
the Commission’s chief engineer the 
inspections were in October and No- 
vember of 1940 by engineers for the 
city, company, and Commission. The 
city presented several exhibits rela- 
tive to these inspections but did not 
base its estimates of accrued deprecia- 


tion on these inspections. Instead the 
city relied on the estimates of depre- 
ciation made by its witness Benson 
whose calculations were based on book 
records of property additions, retire- 
ments, and plant balances for varying 
periods of years in the various ac- 
counts. 


As to all property accounts other 
than wells, leaseholds, and general 
property, we have based the accrued 
depreciation on the determination of 
the Commission’s engineers from the 
1940 pipe inspections, The accrued 
depreciation on general property we 
have brought forward from June 30, 
1938, by deduction tor annual depre- 
ciation, and giving effect to property 
additions and property retirements, 
For the pipe line accounts the 1940 in- 
spections appear to be the most re- 
liable evidence being based on actual 
inspections of the property as of a re- 
cent date. The method of determina- 
tion of the city’s witness Benson as- 
sumes that what has happened in the 
past in regard to property since re- 
tired is the basis for assumption that 
the same experience will prevail in re- 
gard to the property now in service. 
Many factors that brought about fore- 
shortened life of property since retired 
may not be operative to the same ex- 
tent in bringing about retirement of 
property now in service. It further 
appears from the testimony of the wit- 
ness Benson that he treated his de- 
terminations as an abstract accounting 
problem. Transfers of property from 
one account to another were treated 
as retirements of property. Sales of 
industrial metering equipment to in- 
dustrial consumers were treated as re- 
tirements. The actual experience of 
the company in regard to salvage 
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realized on property retired was ig- 
nored and a judgment figure much 
lower than the actual experience of the 
company was substituted therefor. 
With the method of determination 
used by Mr. Benson, widely varying 
results may be obtained depending up- 
on thé amount of salvage value as- 
sumed. On the smaller accounts, Mr. 
Benson used very approximate meth- 
ods and he gave them little attention. 

The accrued depreciation deter- 
mined by the Commission’s engineers 
from the 1940 inspections is not sub- 
stantially different from that arrived 
at by giving effect to additions and re- 
tirements of property and annual de- 
preciation as used in the 1937 Cleve- 
land case. The comparative results 
are as follows: 81.52 per cent on field 
lines as against 81.56 per cent; 76.47 
per cent on transmission lines as 


| against 83 per cent; 77.05 per cent on 
distribution lines as against 78.56 per 


cent. The greatest difference is on 
transmission lines and there is a slight 
difference on distribution lines. These 
comparisons indicate that the annual 
depreciation rates used in prior cases 
for transmission lines and distribution 
lines are too low and in the light of 
this test they are herein revised to the 
extent indicated by the 1940 inspec- 
tions of pipe. 

The pipe inspections were made in 
the year 1940 and in arriving at ac- 
crued depreciation as of June 30, 
1939, the results arrived at in 1940 
are modified on an annual deprecia- 
tion rate to reflect less depreciation as 
of the earlier date. Valuations as of 
later dates give effect to depreciation 
since June 30, 1939. The resulting 
valuations as of the respective dates 


are set forth in Tables 1, 2, 3, 4, 
and 5. 


Operating Revenues and Expenses 


City and company are in agreement 
in regard to the revenues that the 
ordinance rates would produce and 
also as to the revenues the company 
has received under the collected rates 
which are the rates fixed in the 1937 
Cleveland case. There is likewise 
agreement as to the method of alloca- 
tion of revenues and expenses. Under 
this method all revenues from sale of 
industrial gas are credited against the 
cost of service, which method gives to 
residential and commercial users the 
benefit of all profits from industrial 
sales. With the increase of industrial 
sales incident to the war effort, this 
method of treatment has absorbed a 
large part of the increased operating 
costs of recent years. 

As to operating expenses, there is 
little disagreement between the par- 
ties except as regards the payments 
made by East Ohio to the related Hope 
Natural Gas Company for gas deliv- 
ered at the state line. Other minor 
items on the treatment of which the 
parties are not in agreement are cost 
of abandoning wells, depletion of 
leaseholds, depletion of well equip- 
ment, annuity payments, annual allow- 
ances for depreciation, and Federal in- 
come taxes. 


Costs of Abandoning Wells 

[16] The company, as above stated, 
charges costs of abandoning wells to 
operating expenses, whereas the city 
deducts this cost from gross salvage 
to arrive at a net salvage on wells 
which has the effect of charging well 
abandonments to the depreciation re- 
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serve. Consistent with the net salvage 
method which we have used in arriv- 
ing at the present value of well equip- 
ment, the costs of abandoning wells 
are excluded from operating expenses. 


Depletion of Leaseholds 

The methods used by company and 
city for determination of this item are 
the same, but the difference in dollars 
allowed results fron: the lower value 
used by the city for leaseholds devel- 
oped by the company. We have stat- 
ed above the reasons for rejection of 
the method of valuation used by the 
city. The allowances for depletion of 
leaseholds shown in Table 8 hereto 
attached [omitted herein] are based 
on the included valuation of the leases 
and the basis for computation of de- 
pletion is the method on which com- 
pany and city are in agreement. 


Depletion of Well Equipment 

The differences in the allowances 
for depletion of gas well equipment are 
due to the use of gross salvage method 
by the company and net salvage meth- 
od by the city. We have used the net 
salvage method and therefore base 
our allowance set forth in Table 7 
hereto attached [omitted herein] on 
that method. 


Annuity Payments 

[17] The company has provided re- 
tirement annuities for its employees 
since about 1918. Prior to 1931 these 
annuities were charged to Current 
Operating Expenses as and when they 
were incurred. In 1931 a trust fund 
was created providing for annuities to 
which fund the company made a con- 
tribution of about $3,000,000. This 
sum was paid from the company’s 
surplus, was never charged to operat- 
ing expenses, and in our judgment 
56 PUR(NS) 


constituted a prepayment in part of its 
subsequent annuity expenses. As a 
result of a study made in 1941 the 
trustees of the annuity fund found, and 
so advised the company, that unless an 
additional sum of $1,163,243 were 
paid into the fund that they, the trus- 
tees, could pay out of the fund about 
75 per cent of the amount to which 
East Ohio’s employees were entitled 
upon their retirement. It is shown by 
the record that about 1,400 of the 
company’s present approximately 
2,000 employees will, if they continue 
in service, be entitled upon retirement 
to an annuity from this fund. The 
amount of the annuity will be deter- 
mined by multiplying their average 
monthly earnings for a period of five 
years prior to their retirement by a 
percentage for each year of service up 
to January 1, 1936. It is apparent, 
therefore, that two procedures were 
available to the company by which to 
maintain the payment of the full 
amount of the retirement annuities as 
they arose; by paying the additional 
sum into the trust fund or by paying 
the remaining 25 per cent from com- 
pany funds and charging the same to 
operating expenses. The company 
chose the former course and made a 
payment to the fund of the deficit 
found to exist in accordance with Fed- 
eral income tax regulations proceeded 
to amortize said payment over a 10- 
year period at the annual rate of 
$116,324 beginning in 1941. 


The claim of the company to the 
allowance of these amortized payments 
as operating expenses in the year 1941 
and thereafter is controverted by the 
city and it is urged that they should 
be eliminated. The claim of the city 
is that this is a deficit which existed 
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as of 1931 and should therefore be 
disallowed and should not be charged 
against present consumers. No claim 
is asserted and there is nothing in the 
record which questions the wisdom of 
the company’s action in making the 
lump sum payment. Neither is the 
propriety of the retirement annuities 
to employees questioned. It has fre- 
quently been held by courts and Com- 
missions that payments for annuities 
by companies rendering a regulated 
public service are a proper part of the 
costs of rendering such service. This 
is affirmed, we believe, by the decision 
of the supreme court in the East Ohio- 
Akron Case ([1938] 133 Ohio St. 
212, 228, 229, 22 PUR(NS) 489, 12 
NE(2d) 765). Since it appears that 
the company could have properly 
charged to current operating expenses 
the deficiency between what an annui- 
tant would have received from the an- 
nuity fund as it stood prior to the 
payment made by the company and 
which it now seeks to amortize, and 
the amount to which such annuitant 
was entitled, and in the absence of any 
claim or showing that the annuity 
trust fund arrangement is improper, 
we are disposed to allow the com- 
pany’s claim in this respect. 


Annual Allowances for Depreciation 
of Property Other than Wells and 
Operated Leases. 

In the prior 1931 and 1937 Cleve- 
land cases a composite rate of 1.5 per 
cent of the depreciated value was al- 
lowed for annual depreciation. This 
composite was the weighted average 
of individual rates for production 
property, transmission property, dis- 
tribution property, and general prop- 
erty. The accrued depreciation re- 
ported by the Commission’s engineers 


from the 1940 pipe inspections indi- 
cates that the annual rates for trans- 
mission property and _ distribution 
property should be revised to increase 
the annual allowance for these classes 
of property. 

The city witness Benson suggests 
an annual allowance of approximately 
3.4 per cent of the depreciated value. 
This suggestion is based on his study 
as to service life of the various classes 
of property and subject to the same 
defects as his estimates of accrued de- 
preciation. The witness for the com- 
pany, Rhodes, suggests a rate of ap- 
proximately 2 per cent. The company 
experience since the prior cases of 
1931 and 1937 indicates that the an- 
nual rates for production property and 
general need no revision but that there 
should be a slight revision upward in 
the rates for transmission property 
and distribution property. We are 
making the indicated revisions herein 
in providing for annual depreciation 
at the following rates: 

On On 


New Present 
Value 
3.46% 
1.89 


1.87 
1.82 


3.05 


Production System 
Transmission System 
Cleveland Distribution Prop- 


Liquefaction, Storage, 
Regasification Plant 


Cleveland 


Composite for 
1.55% 


Rate Base 1.98% 


The application of these rates and the 


annual allowances thus determined 
are set forth in Tables 9 and 9-A. 
[Tables 9 and 9-A omitted herein. ] 


Federal Income Taxes 

[18] Initially there was no dis- 
agreement between the parties on the 
matter of Federal income taxes. Both 
agreed that had the ordinance rate 
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been in effect, East Ohio would have 
had to pay no Federal income tax as- 
signable to its Cleveland business dur- 
ing the year ended June 30, 1940, and 
none, or substantially none, in the sub- 
sequent years. In determining results 
under the collected rate both parties 
used East Ohio’s income taxes as 
actually paid in each year at the tax 
rates in effect in each year. 

At the conclusion of the case the 
city and the Office of Price Adminis- 
trator as intervener joined in urging 
that in none of the years considered 
should there be an allowance for Fed- 
eral income taxes above the 19 per 
cent rate which was the combined nor- 
mal and surtax rate for the year 1939. 
The combined normal and surtax rates 
for the respective years are as follows: 
Year ended 

June 30, 1940 

Dec. 31, 

Dec. 31, 

Dec. 31, 


June 30, 
June 30, 


The company has paid no excess 
profits taxes during the period under 
consideration, therefore the matter of 
inclusion or exclusion of excess prof- 
its taxes is not at issue here, 


In support of their contention the 
city and the Office of Price Adminis- 
tration cite the directive of the Presi- 
dent of the United States dated April 
8, 1943, and additional directives of 
various agencies of the executive 
branch of the Federal government. 
There is also cited the recent order of 
the Federal Power Commission in the 
case of Detroit v. Panhandle Eastern 
Pipe Line Co. (1942) 45 PUR(NS) 
203, 219, 220. In the finding and or- 
der in that case the Federal Power 
Commission stated that under present 
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war conditions utilities should not be 
allowed to increase rates in order to 
pass on to their consumers the pres. 
ent higher corporate tax rates. How. 
ever, what the Federal Power Com. 
mission actually did was to reduce the 
rates of the Panhandle Company and 
in determining the rates which were 
fixed it based Federal income taxes 
for the year 1941 on the current rate 
of 31 per cent for that year and in test- 
ing the rate for a projected year al- 
lowed Federal income taxes at a rate 
of 45 per cent because at the time of 
the opinion it appeared that Congress 
would increase the corporate rate to 
that figure (45 PUR(NS) at pp. 217, 
218). 

Federal normal and surtaxes, ex- 
clusive of excess profits taxes, have 
been greatly increased during the 
present war and such taxes have at- 
tained such proportions as to consti- 
tute a substantial element of the cost 
of service. The treatment to be given 
an application to increase rates where 
a substantial portion of such increase 
will be absorbed in increased taxes re- 
sulting from increased income is a 
problem separate and apart from the 
matter at issue here. In the instant 
case the company is not seeking an 
increase in rates. We know of no 
case of record where a regulatory body 
has excluded Federal normal and sur- 
taxes from the cost of service in the 
fixing of utility rates. In the case at 
hand for the year ended June 30, 
1943, the difference between the use 
of the 1939 rate of 19 per cent and 
the average rate of 38.7 per cent in 
effect for that period would amount 
to about 2. per cent of return on the 
rate base. In the case of the appeal 
of the city of Akron from an order of 
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this Commission fixing rates for gas 
in that city (133 Ohio St 212, 226, 
227, 22 PUR(NS) 489, 498, 12 NE 
(2d) 765) the supreme court of the 
state of Ohio stated: 

“Tt can be said, however, that the 
rate of taxation in the years after 1935 
was greater than in previous years. 
The Commission knew this fact at the 
time of its order, and to base its allow- 
ance for taxes upon a rate in past years 
which was lower than that which they 
knew would be assessed was arbitrary 
and unreasonable.” 

The war effort has resulted in great 
increases in the sales of gas for in- 
dustrial purposes by the East Ohio 
Gas Company. As stated above, the 
parties in this case are in agreement 
in crediting the entire revenue from 
those sales to the cost of service and 
by this treatment the residential and 
commercial users receive the benefit 
from all profits from the industrial 
sales. To give to customers the bene- 
fit of profits from these increased 
sales which have resulted from the 
war effort and to deny the company 
the increased taxes that have resulted 
from the war would be inconsistent. 
In the determination of costs of serv- 
ice the Federal income taxes will be 
included at the rates actually paid by 
the company. 


Payments for Gas Purchased from 

Hope Natural Gas Company 

[19, 20] In all prior rate cases in- 
volving the purchase of gas by East 
Ohio from Hope this Commission has 
investigated the reasonableness of the 
contract prices between these affiliates. 
Prior to the enactment of the Natural 
Gas Act of June 21, 1938 (52 Stat. 
821, 15 USCA § 717), Congress had 


not attempted to regulate interstate 
gas rates. Since the effective filing 
date under this act, Hope’s rate sched- 
ule covering the price of natural gas 
sold to East Ohio has been on file with 
the Federal Power Commission. Pay- 
ments by East Ohio to Hope during 
the period covered by this case have 
been made in conformity to these rate 
schedules. 


In a recent case to which this Com- 
mission was a party, Ohio Pub. Utili- 
ties Commission v. United Fuel Gas 
Co. (1943) 317 US 456, 466-468, 87 
L ed 396, 46 PUR(NS) 257, 263, 
264, 63 S Ct 369, the Supreme Court 
of the United States said: 

; as to rates effective in 
the future we agree with the district 
court that the Natural Gas Act of 
1938 governs. Congress by that act, 
the constitutionality and scope of 
which we canvassed at the last term 
in Federal Power Commission v. Nat- 
ural Gas Pipeline Co. (1942) 315 US 
575, 86 L ed 1037, 42 PUR(NS) 
129, 62 S Ct 736, and Illinois Nat. 
Gas Co. v. Central Illinois Pub. Serv- 
ice Co. (1942) 314 US 498, 86 L ed 
371, 42 PUR(NS) 53, 62 S Ct 384, 
preémpted the regulatory powers over 
the transportation and sale of natural 
gas in interstate commerce. 

“No changes in such schedules can 
be made without notice to the Power 
Commission. That Commission, on 
its own motion, can inquire into the 
lawfulness of such rates; if the pub- 
lic interest so requires, rates found to 
be just and reasonable may be substi- 
tuted. It is indisputable, therefore, 
that if the Ohio Commission today 
made the orders complained of in this 
suit, it would be intruding in a do- 
main reserved to the Federal regula- 
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tory body. The power to fix rates for 
natural gas transported and sold in 
interstate commerce has been entrust- 
ed solely to the Federal Power Com- 
mission.” 

Prior to July 15, 1942, the sched- 
uled rate provided an average price 
of about 364 cents per thousand cubic 
feet for Hope’s sales to East Ohio. 
Effective July 15, 1942, the Federal 
Power Commission ordered a reduc- 
tion in this rate to an average of 294 
cents per thousand cubic feet pursu- 
ant to its Opinion No. 76 dated May 
26, 1942 (Cleveland and Akron v. 
Hope Nat. Gas Co. 44 PUR(NS) 1). 
The schedule effecting this reduction 
appears in the record as C.X.50. In 
January, 1944, the United States Su- 
preme Court affirmed the Commis- 
sion’s order in Federal Power Com- 
mission v. Hope Nat. Gas Co. 320 
US 591, 88 L ed 276, 51 PUR(NS) 
193, 64 S Ct 281. The entire record 
of these proceedings was offered in 
evidence herein and was admitted. 

The city and company are agreed 
that the average rate of 294 cents per 
thousand cubic feet is proper for the 
period beginning July 12, 1942. 

The city contends that the Commis- 
sion should not allow the filed sched- 
ule average rate of 364 cents per 
thousand cubic feet for the period 
prior to July 12, 1942, and urges us 
to allow East Ohio for gas purchased 
from Hope during this period an 
amount which we should find to be 
reasonable. It bases its claim upon a 
portion of the Federal Power Com- 
mission’s Opinion No. 76 above re- 
ferred to, wherein that Commission 
found that the 364-cent rate was un- 
lawful under the Natural Gas Act 
since June 30, 1939. 
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A considerable portion of the record 
is devoted to arguments upon this sub. 
ject, and we have had the help of ex. 
haustive briefs. If we were permitted 
we would naturally desire to give such 
effect to the finding of the Federal 
Power Commission as our inquiries 
justified. However, we entertain no 
doubt that we must allow the amounts 
of the actual payments which East 
Ohio has made to Hope for gas pur- 
chased prior to July 15, 1942. Under 
the terms of the Natural Gas Acct it is 
crystal clear that Hope could not 
charge, or that East Ohio could not 
pay, without the approval of the 
Power Commission, any other 
amount. 

Concerning the findings of the Fed- 
eral Power Commission with respect 
to the lawfulness of Hope’s rates prior 
to July 12, 1942, the fourth circuit 
court of appeals in Hope Nat. Gas Co. 
v. Federal Power Commission (1943) 
47 PUR(NS) 129, 161, 134 F(2d) 
287, 310, said: 

“As the Commission itself says, it 
was not given authority to fix rates 
for the past or to award reparations 
on account of past rates. If it was 
not given the power to fix past rates, 
or award reparations based upon their 
unreasonableness, it certainly was 
given no power to do the same thing 
indirectly by making findings of fact 
as to past rates to be given effect in 
rate proceedings before state Commis- 
sions.” 

The supreme court of Ohio in the 
1937 Cleveland Case, 137 Ohio St 
225, 253, 254, 35 PUR(NS) 158, 
176, 28 NE(2d) 599, said: 

“Any river rate the Federal Power 
Commission might designate would 
be of an entirely prospective nature 
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and would consequently be of no bene- 
ft or controlling force in the present 
proceedings.” 

In this case we have given effect to 
the rate fixed by the Power Commis- 
sion, the only rate which it has law- 
fully fixed, and have likewise given 
effect to the filed schedule rate over 
which only the Power Commission 
has jurisdiction. If the Power Com- 
mission itself has no authority to com- 
pel a gas company expressly subject 
to its jurisdiction to repay to its con- 
sumer companies any difference be- 
tween its filed schedule rate and a low- 
er rate retroactively found by it to be 
the lawful rate, then assuredly this 
Commission has no statutory author- 
ity under the Natural Gas Act, or 
otherwise, to compel the customer 
company to pay to its consumers the 
difference which it has never received 
back from the interstate company ir- 
respective of their affiliation. 

In conclusion it may be observed 
that in 1938 the city of Cleveland re- 
quested the Federal Power Commis- 
sion to make an investigation as to 
the reasonableness of the river rate. 
Had the Power Commission complet- 
ed its investigation and set the rate, 
we would now be in a position to con- 
form our findings to the city’s request. 
Instead, the Power Commission did 
not see fit to set a rate until June, 
1942, Its failure to do so does not 
create jurisdiction in this Commission 
to do that which it now indicates it 
should have done. 


Rate of Return 


[21, 22] The company has present- 
ed the testimony and exhibits of two 
witnesses, Coffman and Brown, rela- 


tive to investors’ appraisal of risks for 
the respective classes of utilities. The 
witness Coffman submitted statistical 
analyses based on security prices and 
earnings for the years 1937 to 1941. 
The witness Brown submitted testi- 
mony relative to over-all cost of money 
based on financing costs for certain 
natural gas utilities with varying pro- 
portions of bonds, preferred and com- 
mon stocks, also for financing with all 
common stock. On the basis of this 
testimony the company sets forth that 
an over-all return of 7 to 74 per cent 
would be required to attract the re- 
quired capital. The company witness 
testified that whereas there had been 
a decline in yields required on high 
grade bonds in recent years this had 
been accompanied by an increase in 
the yields required on equity, or com- 
mon stock money. 

The city submitted the testimony of 
its witness Herman in support of its 
contention that sufficient capital to 
finance such a corporation could be 
obtained at an average cost of 6 per 
cent. The witness Herman selected 
three gas distributing companies and 
using 1940 yields on bonds and pre- 
ferred stocks and the average yields 
on common stocks for the years 1937 
to 1939, the yield on common stocks 
being based on the ratio of earn- 
ings to market price. In C.X. 1 the 
witness gave equal weight to the earn- 
ings on common stock in each of the 
years 1937, 1938, and 1939. Ina 
supplemental Exhibit C.X. 1-A he 
gave a weight of 1 to the year 1937, a 
weight of 2 to the year 1938, a weight 
of 3 to the year 1939, and a weight 
of 4 to the year 1940. This method, 
according to the witness, gave a cost 
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of money that averaged 5.98 per cent. 

Considering the testimony submit- 
ted, it appears that the more logical 
method of arriving at cost of capital 
would be a coincident yield on bond, 
preferred stock, and common stock 
money. The record in the case and 
common knowledge in financial cir- 
cles is that whereas there has been a 
decline in the cost of bond money, 
there has been a rise in the cost of 
capital for common stock investment. 
Had the witness Herman used coin- 
cidental money rates for bonds, pre- 
ferred and common stocks, the aver- 
age cost would have been 64 per cent 
instead of 6 per cent. See Record, 
Herman, Cross Ex. pp 624-626. On 
consideration of the exhibits and testi- 
mony submitted, we conc'ude that a 
fair and reasonable return for East 
Ohio during the period here under 
consideration is 64 per cent on the 
value of the property used and useful 
in furnishing the service. 


Test of the Reasonableness of the 
Ordinance Rate 


In Table 10 there is shown the re- 
turn provided by the ordinance rates 
for the years ending June 30, 1940, 
and June 30, 1941, with the costs of 
service set forth as included in this 
finding. The test shows that for the 
year ended June 30, 1940, the rates 
set forth in the ordinance provide a 
return of 1.73 per cent and for the 
year ended June 30, 1941, a return 
of 1.29 per cent. This is insufficient 
to provide a fair return on the value of 
the property used in furnishing the 
service and it therefore becomes the 
duty of this Commission to substitute 
therefor an adequate rate. 
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Determination of a Reasonable 
Substitute Rate 


There is set forth in Table 1] 
[Table 11 omitted herein], the return 
that East Ohio has earned under the 
collected rate for the period June 30, 
1939, to June 30, 1944, upon the 
valuations of the property as of the 
respective years, with operating ex- 
penses included as stated above. The 
table shows the actual experience of 
the company for the four years ended 
June 30, 1943. In the year ended 
June 30, 1944, the revenues and ex- 
penses are estimated for the last sev- 
eral months. As set forth in the 
table, the returns for the respective 
years were as follows: 


Year ended June 30, 1940 ........... 5.92% 
Year ended June 30, 1941 ........... 5.20% 
Year ended June 30, 1942 ........... 4.87% 
Year ended June 30, 1943 ........... 8.00% 
Year ended June 30, 1944 ........... 7.10% 
Gas purchased from Hope Natural 
Gas Company is ineluded at the 36}- 
cent contract rate for the first three 
years and after June 30, 1942, at the 
rate of 294 cents fixed by the Fed- 
eral Power Commission. During the 
year ended June 30, 1944, the East 
Ohio Gas Company purchased substan- 
tial quantities of gas from Panhandle 
Eastern Pipe Line Company. The 
purchase contract provided for a ten- 
tative rate of 27.75 cents per thousand 
cubic feet, but provided that such price 
was to be retroactively adjusted in the 
event that the proceedings before the 
Federal Power Commission in Docket 
Nos. G-200 and G-207 ([1942] 45 
PUR(NS) 203) resulted in a reduc- 
tion in the rate for firm sales of gas 
to utilities in Ohio and Michigan. 
The decision of the Federal Power 
Commission in this proceeding reduced 
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the rate to 19.82 cents per thousand 
cubic feet. The rate reduction order 
in these proceedings has been affirmed 
by the United States circuit court of 
appeals for the eighth circuit ([1944] 
54 PUR(NS) 26-40, 143 F(2d) 
488). We have therefore included 
gas purchased from Panhandle East- 
ern Pipe Line Company during the 
year 1944 at the lower rate of 19.82 
cents per thousand cubic feet. 

The above summary shows that dur- 
ing the period June 30, 1939, to June 
30, 1942, the collected rates furnished 
a return which was less than what we 
have held to be a fair return but that 
in the period June 30, 1942, to June 
30, 1944, the collected rates provided 
a return in excess of what the record 
in this case indicates to be a fair re- 
turn. This difference is largely at- 


tributable to the lower price for gas 
purchased from Hope during the pe- 


riod June 30, 1942, to June 30, 1944. 

In Table 12-A are set forth the net 
city gate cost for gas delivered at the 
city gate of Cleveland for the years 
ended June 30, 1943, and June 30, 
1944, which city gate costs are 33.22 
cents and 34.90 cents per thousand 
cubic feet respectively, or an average 
of 34.08 cents per thousand cubic feet. 
Table 12 shows the cost of domestic 
and commercial gas to users in the city 
of Cleveland for the years ended June 
30, 1943, and June 30, 1944, based 
on the city gate costs shown in Table 
12-A. These costs are 61.50 cents and 
63.98 cents respectively, an average of 
62.77 cents per thousand cubic feet. 
In substituting rates for the inad- 
equate rates set forth in the ordinance 
inasmuch as the company has stated 
that it does not seek an increase in 
rates, there will be substituted for the 


ordinance rates for domestic and com- 

mercial service for the period June 30, 

1939, to June 30, 1942, the rates 

which have been collected by the com- 

pany, namely : 

For the first 400 cubic feet, or less, or none, 
measured through any one meter, per 
month, 80¢; 

For all over 400 cubic feet, per month meas- 
ured through such meter, per month, 54¢ 
per one hundred cubic feet; 

If the bill is not paid within ten days after 
the maturity established therefor, 5¢ addi- 
tional per thousand cubic feet per month; 

and include the charges in respect of turn- 
ing on gas and for setting meters as speci- 
fied in ‘e na pears and said Schedule 

P.U.C.O. 

For the ca July 1, 1942, to date 
of this order, there will be substituted 
rates for domestic and commercial 
service which will provide approxi- 
mately 62.77 cents per thousand cubic 
feet which is the average cost of serv- 
ice per thousand cubic feet for the 
period June 30, 1942, to June 30, 
1944, set forth in Table 12 [omitted 
herein]. The following schedule of 
rates will approximately provide the 
62.77 cents cost for gas for the period: 


For the first 1,000 cubic feet, or less, or none, 
measured through any one meter, per 


month, 89¢; 

For all over 1,000 cubic feet, measured 
through such meter, per month, 54¢ per 
one hundred cubic feet; 

If the bill is not paid within ten days after 
the maturity established therefor, 5¢ addi- 
tional per thousand cubic feet per month; 

and include the charges in respect of turn- 
ing on gas and for setting meters as speci- 
fied in ~‘* er and said Schedules 
P.U.C.O. 


which rates and Petia for the period 
July 1, 1942, to date of this order are 
hereinafter referred to as the “re- 
duced rate.” 


Rates for the Future 


As has been stated above, the East 
Ohio Gas Company received gas from 
Panhandle Eastern Pipe Line Com- 
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pany in the year 1944 under terms of 
a certain contract, the rate provisions 
of which have been previously de- 
scribed. The deliveries under this con- 
tract during the year ended June 30, 
1944, were approximately 10,000,000 
thousand cubic feet. Under terms of 
the contract which provide for deliv- 
eries of 50,000 thousand cubic feet per 
day the deliveries in succeeding years 
will amount to about 18,000,000 
thousand cubic feet per year. The 
Federal Power Commission has fixed 
the rate for this gas at 19.82 cents per 
thousand cubic feet and this finding 
has been sustained by the United 
States circuit court of appeals of the 
eighth circuit ([1944] 54 PUR(NS) 
26-40, 143 F(2d) 488). Any de- 
termination of rates for the future must 
take into consideration the effect on 
the cost of service of a full year’s de- 
livery of 18,000,000 thousand cubic 
feet from Panhandle. 

In Tables 13 and 13-A are set forth 
the costs of service for the year ended 
June 30, 1944, but adjusted to include 
an additional 8,000,000 thousand 
cubic feet of gas from Panhandle at a 
price of 19.8 cents per thousand cubic 
feet in lieu of a like amount of gas pur- 
chased from Hope at a price of 294 
cents per thousand cubic feet. This 
adjustment to give effect to a full 
year’s delivery of gas by Panhandle 
produces a rate of 61.91 cents per 
thousand cubic feet for domestic and 
commercial gas. 

[23] The schedule of rates for the 
East Ohio Gas Company for gas serv- 
ice in the city of Cleveland provides for 
charges for meter setting and turning 
on gas. The ordinance appealed 
from also provides for these charges. 
Such charges are not provided for in 
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the schedules of the East Ohio Gas 

Company for other than Cleveland ter. 

ritory and such charges are rare among 

other utilities. These charges within 
the city of Cleveland result in revenues 
of approximately $44,000 per year. 
It is our judgment that a rate struc- 
ture which provides for such charges 
is not a desirable one and in fixing 
a rate for the future we will provide a 
rate which will meet the cost of serv- 
ice without the imposition of such 
charges. The following schedule, to 
be charged for the two years following 
the effective date of this order, will 
provide an average rate of approxi- 
mately 62.36 cents per thousand cubic 
feet which is the average cost of serv- 

ice as set forth in Tables 14 and 14-A 

[tables omitted herein] which give 

effect to a full year of gas from Pan- 

handle and the elimination of meter 
set and turn on charges: 

For the first 1,000 cubic feet or less, or none, 
measured through any one meter per 
month—90¢ ; 

For all over 1,000 cubic feet, measured 
through such meter per month, 54¢ per one 
hundred cubic feet ; 

If. the bill is not paid within ten days after 
the maturity established therefor, 3¢ addi- 
tional per thousand cubic feet per month; 

which rates and charges to be collect- 

ed from the effective date of this order 
and for two years thereafter are here- 
inafter referred to as the “new rate.” 


Office of Price Administration 


[24] The Director of Economic 
Stabilization through the Office of 
Price Administration contends that 
“the matters involved present a ques- 
tion to be decided according to criteria 
prescribed by the Commission in the 
act of October. 2, 1942, and that ad- 
justments in the prevailing rates or 
charges of The East Ohio Gas Com- 
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pany should be made to the 
extent ‘necessary to aid in the effective 
prosecution of the war or to correct 
gross inequities.’ The application of 
these criteria in this case means simply 
that no increase above the ordinance 
rates prescribed by the Cleveland au- 
thorities should be granted to the com- 
pany unless clearly necessary to secure 
the rendition of satisfactory service by 
this utility. It means also that reduc- 
tions in the presently effective rates 
must be made to a level which will pro- 
duce a rate of return proper under 
present economic conditions when 
viewed in the light of the economic 
stabilization program, and which will 
aid in the effort to maintain living 
costs at the September 15, 1942, level. 
This, of course, does not mean a re- 
turn which would be normal and 
proper under peaceful prewar condi- 
tions which no longer exist.” (Brief 
of Director of Economic Stabilization, 
filed July 12, 1943, pp 4-5). 

On page 6 of this brief it is stated: 

“As we have said in our oral argu- 
ment, we recognize that this Commis- 
sion must act pursuant to and in ac- 
cordance with the statutory authority 
given to it under the laws of the state 
of Ohio. But as we have also said, it 
must also discharge the duty pre- 
scribed by the Emergency Price Con- 
trol Act of 1942 and the amendment 
thereto of October 2, 1942.” 

With respect to the several claims 
of this intervener we think it sufficient 
to say that in the exercise of our stat- 
utory authority and in the manner di- 
rected by the laws of Ohio, we have 
found that the rate prescribed by the 
ordinance herein involved is improper 
and that in arriving at the rate which 
we have fixed we have given due re- 


gard and consideration to the criteria 
prescribed by Congress. The rate 
thus fixed is substantially lower than 
the rate which was collected on Sep- 
tember 15, 1942. 

We find, as aforesaid, that the or- 
dinance rates herein complained of 
and appealed from are insufficient to 
provide appellant, The East Ohio Gas 
Company, a fair return on the prop- 
erty used and useful in furnishing the 
service. For the period June 30, 1939, 
to June 30, 1942, there will be substi- 
tuted therefor the collected rates. For 
the period July 1, 1942, to the date of 
this order there will be fixed the re- 
duced rates herein found reasonable 
for the period, and The East Ohio Gas 
Company required to refund the dif- 
ference between the reduced rates and 
the collected rate. From the effective 
date of this order and for two years 
thereafter the new rates herein found 
reasonable after giving effect to a full 
year of delivery of gas from Panhandle 
Eastern Pipe Line Company and the 
elimination of meter set and turn on 
charges will be fixed. 

An order will be drawn in accord- 
ance with these findings. 

[Tables omitted. ] 


Finding and Order 


This day after full hearing and ar- 
gument by counsel, this consolidated 
proceeding came on for final consid- 
eration upon the complaint and appeal 
by The East Ohio Gas Company from 
Ordinance No. 644-A-39 passed May 
22, 1939, by the council of the city of 
Cleveland, Ohio, to regulate the rates 
and prices to be charged by The East 
Ohio Gas Company for natural gas 
service furnished in the city of Cleve- 
land, Ohio, for the period of six 
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months extending from the effective 
date of such Ordinance, July 1, 1939, 
to December 31, 1939; upon the com- 
plaint and appeal of The East Ohio 
Gas Company from Ordinance No. 
1776-39 passed November 20, 1939 
by the council of the city of Cleveland, 
Ohio, to regulate the rates and prices 
to be charged by The East Ohio Gas 
Company for natural gas service fur- 
nished in the city of Cleveland, Ohio, 
for the period of six months extending 
from the effective date of such Or- 
dinance, January 1, 1940, to July 1, 
1940; upon the complaint and appeal 
by The East Ohio Gas Company from 
Ordinance No. 898-40 passed May 
20, 1940, by the council of the city of 
Cleveland, Ohio, to regulate the rates 
and prices to be charged by The East 
Ohio Gas Company for natural gas 
service furnished in the city of Cleve- 
land, Ohio, for the period of six 
months extending from the effective 
date of such Ordinance, June 30, 
1940, to January 1, 1941; upon the 
testimony and exhibits offered and in- 
troduced in evidence upon such hear- 
ing; and upon the arguments, printed 
and oral, of counsel. 

The Commission, being fully ad- 
vised in the premises, and having this 
day duly made and filed in writing its 
findings as to the facts concerning 
which evidence has been presented 
herein, which findings, including the 
tables appended thereto, are hereby 
made a part of this order by adoption 
as fully as if the same were here set 
forth in their entirety, coming first to 
value the property of The East Ohio 
Gas Company, used and useful for the 
convenience of the public in the fur- 
nishing of natural gas for public and 
private consumption in the city of 
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Cleveland, Ohio, and after considering 
the inventories of said property filed 
herein by The East Ohio Gas Com- 
pany and by the city of Cleveland, 
Ohio, the evidence and exhibits, finds 
and ascertains the value of the several 
kinds and classes of property and of 
all of said property of The East Ohio 
Gas Company allocated to the city of 
Cleveland, Ohio, used and useful for 
the convenience of the public in the 
furnishing of natural gas service for 
public and private consumption in the 
city of Cleveland, Ohio, to be the sum 
of $30,645,442 as of June 30, 1939, 
the sum of $30,951,313 as of June 30, 
1940, the sum of $34,017,815 as of 
June 30, 1941, the sum of $35,237,- 
847 as of December 31, 1942, and the 
sum of $38,046,621 as of December 
31, 1943, as respectively and more 
fully set forth in Tables 1 to 5, inclu- 
sive, appended to said findings of fact 
and heretofore made a part of this or- 
der. 

To which finding of the Commis- 
sion the parties hereto, The East Ohio 
Gas.Company and the city of Cleve- 
land, Ohio, each then excepted, here 
now except and their exceptions here 
are noted of record. 

And the Commission coming now to 
consider the complaints and appeals by 
The East Ohio Gas Company from the 
aforesaid ordinances, and _ having 
caused an appraisement to be made, 
and having ascertained and hereinbe- 
fore determined and fixed the value of 
all of the property of The East Ohio 
Gas Company allocated to the city of 
Cleveland, Ohio, actually used and use- 
ful for the convenience of the public 
in the furnishing of natural gas serv- 
ice for public and private consumption 
in the city of Cleveland, Ohio, exclud- 
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ing therefrom the value of any fran- 
chise or the right to own, operate or 
enjoy the same, in excess of the 
amount (exclusive of any tax or an- 
nual charge) actually paid to any 
political subdivision of the state or 
county as a consideration for the 
grant of such franchise or right, and 
exclusive of any value added thereto 
by reason of a monopoly or merger, 
and having given consideration to the 
necessity for making reservation from 
the income for surplus, depreciation, 
and contingencies, and having taken 
into consideration all other matters 
which were deemed proper, the Com- 
mission further finds: 

That the reasonable annual charges 
to be allowed The East Ohio Gas Com- 
pany for the depletion and replacing of 
its wasting assets, wells and operated 
leaseholds, are as set forth in Tables 7 
and 8 appended to said findings of fact 
and heretofore made a part of this or- 
der ; 

That the reasonable and proper an- 
nual charges to be allowed The East 
Ohio Gas Company for the deprecia- 
tion of its properties, other than said 
wasting assets, so used in the furnish- 
ing of such service in the city of 
Cleveland, Ohio, are as set forth in 
Tables 9 and 9-A appended to said 
findings of fact and heretofore made a 
part of this order; 

That inclusive of the aforesaid al- 
lowances for annual depletion and de- 
preciation charges the reasonable and 
proper operating expenses of The East 
Ohio Gas Company for the furnishing 
of natural gas service in the city of 
Cleveland, Ohio for public and private 
consumption are respectively as set 
forth in Tables 6, 12, 12-A, 13, 13-A, 
14 and 14-A appended to said findings 

[7] 


of fact and heretofore made a part of 
this order ; 

That a reasonable annal rate of re- 
turn to be allowed The East Ohio Gas 
Company for the furnishing of natural 
gas in the city of Cleveland, Ohio, is 
64 per cent of the aforesaid value of 
its property used and useful for the 
furnishing of natural gas service in the 
city of Cleveland, Ohio; 

That the gross and net revenues 
to be derived by The East Ohio Gas 
Company for the furnishing of natural 
gas service for public and private con- 
sumption in the city of Cleveland, 
Ohio, at the rates, prices and charges 
set forth in and prescribed by said 
Ordinance No. 644-A-39, as well as by 
said Ordinances Nos. 1776-39 and 
898-40, herein complained of and 
appealed from will be insufficient to 
yield The East Ohio Gas Company 
a reasonable compensation for such 
service ; 

That The East Ohio Gas Company 
has, therefore, proved that the rates, 
prices and charges so fixed by said 
Ordinance No. 644-A-39, as well as 
by said Ordinances Nos. 1776-39 and 
898-40, are and will be unjust, un- 
reasonable, and insufficient to yield a 
reasonable compensation to it for the 
natural gas furnished by it for public 
and private consumption in the city 
of Cleveland, Ohio and that the rate 
provisions of said Ordinances Nos. 
1776-39 and 898-40 are therefore of 
no legal effect ; 

That the rate structure of said ordi- 
nances herein complained of and ap- 
pealed from and the penalty provided 
by § 3 of said ordinances to the effect 
that ‘‘the company’s returns under the 
provisions of this ordinance shall be 
discounted 2 per cent” for variations 
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in heat content or for pressures below 
standards set forth in the ordinances, 
are unfair and unreasonable, and the 
provisions that in the event of inade- 
quacies of its gas supply the company 
must apportion its available supply 
among the municipalities which the 
company is now under obligation to 
furnish gas, are also unfair and unrea- 
sonable and in violation of § 614-15 
of the General Code of Ohio which 
prohibits unreasonable preferences to 
any locality, and the provisions of said 
ordinances purporting to give to the 
city of Cleveland, Ohio, the privilege 
of terminating the right to operate 
further under said ordinances in the 
event there is any violation of the pro- 
visions just referred to are in conflict 
with the provisions of §§ 504-2 and 
504-3 of the General Code of Ohio, 
and all of said provisions should be 
and hereby are stricken and abrogated ; 

That the rates and charges fixed and 
prescribed by said Ordinance No. 
644-A-39, as well as by said Ordi- 
nances Nos. 1776-39 and 898-40, to 


wit: 


For the first 2,000 cubic feet, or any por- 
tion thereof, measured through any one 
meter per month, 48 cents per thousand 
cubic feet; 

For all over 2,000 cubic feet per month, but 
not to exceed 10,000 cubic feet measured 
through such meter, per month, 55 cents 
per thousand cubic feet; 

For all over 10,000 cubic feet measured 
through such meter, per month, 55 cents 
per thousand cubic feet. 

Provided, however, that the foregoing charge 
in no case shall be less than 75 cents per 
meter, per month. 


are unjust and unreasonable and 
ought not to be ratified or confirmed, 
and that just and reasonable charges 
should be substituted therefor ; that the 
just and reasonable rates and charges 
for natural gas furnished by The East 
Ohio Gas Company for public and 
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private consumption in the city of 

Cleveland, Ohio, to domestic and com. 

mercial consumers are: 

(a) For the period June 30, 1939, 
to June 30, 1942: 

The rates and charges prescribed 
by the Commission for natural gas 
supplied to such consumers in the city 
of Cleveland, Ohio by its orders of 
January 10 and January 20, 1939 in 
Proceeding No. 10,202 (27 PUR 
(NS) 387) before the Commission 
and collected by The East Ohio Gas 
Company since June 30, 1939, which 
rates are hereinafter referred to as the 
“collected rate” and which rates are as 
set forth in The East Ohio Gas Com- 
pany’s schedule P.U.C.O. No. 8 on 
file with the Commission and appear- 
ing in the record herein as Company 
Exhibit No. 11, page 3, and which 
rates are as follows, to wit: 

For the first 400 cubic feet, or less, or none, 
measured through any one meter, per 
month, 30 cents; 

For all over 400 cubic feet, per month meas- 
ured through such meter, per month, 5} 
cents per one hundred cubic feet; 

If the bill is not paid within ten days after 
the maturity established therefor, 5 cents 


additional per thousand cubic feet per 
month; 


and include the charges in respect 
of turning on- gas and for setting 
meters as specified in said Ordinances 
and said schedule P.U.C.O. No. 8. 

(b) For the period July 1, 1942, to 
November 20, 1944: 


For the first 1,000 cubic feet, or less, or none, 
measured through any one meter, per 
month, 89 cents; 

For all over 1,000 cubic feet, measured 
through such meter, per month, 54 cents 
per one hundred cubic feet; 

If the bill is not paid within ten days after 
the maturity established therefor, 5 cents 
additional per thousand cubic feet per 
month ; 


and include the charges in respect 
of turning on gas and for setting 
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meters as specified in said ordinances 

and said schedule P.U.C.O. No. 8; 

which rates and charges for the pe- 

tiod July 1, 1942, to November 20, 

1944, are hereinafter referred to as 

the “reduced rate.” 

(c) For the period November 21, 
1944, to November 20, 1946: 

For the first 1,000 cubic feet, or less, or none, 
measured through any. one meter, per 
month, 90 cents ; 

For all over 1,000 cubic feet, measured 
through such meter, per month, 54 cents per 
one hundred cubic feet ; 

If the bill is not paid within ten days after 
the maturity established therefor, 3 cents 
additional per thousand cubic feet per 
month ; 

But the charges in respect of turning on gas 
and for setting meters as specified in said 
ordinances and said schedule, P.U.C.O. No. 
8, are eliminated. 

Which rates and charges for the said period 
of two years, November 21, 1944, to No- 
vember 20, 1946, are hereinafter referred 
to as the “new rate.” 

That the just and reasonable rates 
and charges for regular industrial gas 
furnished by The East Ohio Gas Com- 
pany for public and private consump- 
tion in the city of Cleveland, Ohio, for 
the period from June 30, 1939, to 
November 20, 1946, are as set forth 
in The East Ohio Gas Company’s 
schedule of rates for “Gas Supplied 
for Industrial Purposes” in the city 
of Cleveland, Ohio, as on file with 
the Commission and appearing in the 
record herein as Company Exhibit No. 
11, page 7, and entitled “P.U.C.O. 
Supplement No. 1 to P.U.C.O. No. 
8” and hereby made a part of this 
entry by adoption as fully as if the 
same were here set forth in its entirety ; 

That the just and reasonable rates 
and charges for special industrial gas 
furnished by The East Ohio Gas Com- 
pany for public and private consump- 
tion in the city of Cleveland, Ohio, for 
the period from June 30, 1939 to 


January 1, 1942, are as set forth in 
The East Ohio Gas Company’s sched- 
ule of rates for “Gas Supplied for In- 
dustrial Purposes and Available in All 
Territories Served” as on file with the 
Commission during said period and 
appearing in the record herein as Com- 
pany Exhibit No. 11, page 11, and en- 
titled “P.U.C.O. No. 14, Superseding 
P.U.C.O. No. 13” and hereby made a 
part of this entry by adoption as fully 
as if the same were here set forth in 
its entirety, and for the period from 
January 1, 1942, to November 20, 
1946, are as set forth in The East 
Ohio Gas Company’s schedule of rates 
for “Gas Supplied for Industrial Pur- 
poses and Available in All Territories 
Served” presently on file with the 
Commission and appearing in the rec- 
ord herein as Company Exhibit No. 
11-A and entitled “P.U.C.O. No. 15, 
Superseding P.U.C.O. No 14” and 
hereby made a part of this entry by 
adoption as fully as if the same were 
here set forth in its entirety ; and 

That the gross and net revenues 
derived and to be derived by The East 
Ohio Gas Company for the furnish- 
ing of natural gas service for public 
and private consumption in the city 
of Cleveland, Ohio, at said rates, prices 
and charges found by the Commission 
to be reasonable will be sufficient to 
yield to The East Ohio Gas Company 
a reasonable compensation for such 
service. 

It is, therefore, 

Ordered, that the rates, prices, and 
charges hereinbefore found and deter- 
mined by the Commission to be just 
and reasonable for the furnishing of 
natural gas service for public and pri- 
vate consumption to domestic and 
commercial consumers in the city of 
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Cleveland, Ohio, be and hereby they 
are substituted for the rates fixed by 
said Ordinance No. 644-A-39, as well 
as by said Ordinances Nos. 1776-39 
and 898—40, which rates the Commis- 
sion has herein found to be unjust and 
unreasonable, the collected rate being 
so substituted for the period June 30, 
1939, to July 1, 1942, and the reduced 
rate being so substituted for the pe- 
riod July 1, 1942, to November 20, 
1944, and the new rate being so sub- 
stituted for the period November 21, 
1944 to November 20, 1946, and that 
the rates, prices, and charges herein- 
before found and determined by the 
Commission to be just and reasonable 
for the furnishing of natural gas serv- 
ice for public and private consumption 
to industrial consumers in the city of 
Cleveland, Ohio, be and hereby they 
are substituted for the rates applicable 
to said service, if any, fixed by said 
Ordinance No. 644-A-39, as well as 
by said Ordinances Nos. 1776-39 and 
898-40. 

And the Commission having made 
inquiry and investigation with respect 
to the ability of The East Ohio Gas 
Company to furnish natural gas for 
public and private consumption in the 
city of Cleveland, Ohio, for the period 
from June 30, 1939, to November 20, 
1946, finds that The East Ohio Gas 
Company will be able to furnish its 
said product in said city during said 
period. It is, therefore, further 

Ordered, that the respective rates, 
prices and charges for natural gas fur- 
nished by The East Ohio Gas Com- 
pany to the citizens and private con- 
sumers and to be furnished to the 
public buildings, grounds, streets, 
lanes, alleys, avenues, and market 
places of the city of Cleveland, Ohio, 
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for public and private consumption, 
which the Commission has _ herein 
found to be just and reasonable, shal} 
be and remain in force and effect a; 
above set forth during the period from 
and after the effective date of said 
Ordinance No. 644-A-39, herein 
complained of and appealed from, to 
wit, from June 30, 1939, to Novem- 


ber 20, 1946, for the furnishing of 


such service, and The East Ohio Gas 
Company be and hereby it is notified, 
directed, and required to furnish its 
said product to the said consumers 
thereof for public and private usage 
in the city of Cleveland, Ohio, for 
said period. 

And it appears further that under 
this finding and order The East Ohio 
Gas Company will be required to re- 
fund to its domestic and commercial 
consumers in the city of Cleveland, 
Ohio, for the period July 1, 1942, to 
the effective date of this order the dif. 
ference between the rates and charges 
it has been collecting and the reduced 
rate. It is, therefore, further 

Ordered, that to the extent The East 
Ohio Gas Company has collected from 
any domestic or commercial consum- 
er in the city of Cleveland, Ohio, a 
rate or charge for domestic or com- 
mercial natural gas or domestic or 
commercial natural gas service fur- 
nished during the period July 1, 1942, 
to the effective date of this order other 
than the reduced rate hereinbefore 
specified The East Ohio Gas Com- 
pany shall, and it is hereby notified, 
directed and required to, refund to 
such consumers in cash and/or credit 
upon any existing indebtedness of the 
consumer to The East Ohio Gas Com- 
pany any net excess the consumer has 
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paid for such natural gas or natural 
gas service so furnished above the 
amount due it therefor at said reduced 
rate. It is further 

Ordered, that as soon as possible 
and in no event later than one hun- 
dred and twenty days from the effec- 
tive date of this order, The East Ohio 
Gas Company shall, and it is hereby 
notified, directed and required to, file 
with the Commission a detailed report 
of its refunds made pursuant to this 
order. It is further 

Ordered, that jurisdiction in these 
proceedings be retained for the receipt 
of such report, the making of such 
audits and such other reports and or- 
ders as may be proper in the premises, 


including discharge of the undertak- 
ings heretofore filed herein, and that in 
all other respects these proceedings be, 
and hereby the same are, terminated. 
It is further 

Ordered, that a copy of this order 
and said findings of fact of the Com- 
mission in this proceeding forthwith 
be served upon The East Ohio Gas 
Company and upon the mayor of the 
city of Cleveland, Ohio. It is further 

Ordered, that this order become ef- 
fective immediately. 

To which orders of the Commission, 
The East Ohio Gas Company and the 
City of Cleveland, Ohio, each then 
excepted, here now except, and their 
exceptions here are noted of record. 





COLORADO PUBLIC UTILITIES COMMISSION 


Re Highland Utilities Company 


Applications Nos. 1127-A, 1319-A, 1354-A, 1355-A, 1399-A, 1400-A, 1895-A, 
1897-A, 1944-A, Decision No. 22666 


September 1, 1944 


PPLICATION for authority to sell public utility properties to 
d \ cooperative association; motion to dismiss application de- 
nied and authority granted. 


Consolidation, merger, and sale, § 62 — Scope of proceeding —Sale to codperative 


— Federal loan. 


1. The power of a nonprofit codperative association to buy public utility 
properties and the power of the Administrator of the Rural Electrification 
Administration to make a loan to the association for the purchase of the 
properties may not be settled by the state Commission on an application for 
authority to transfer utility properties to the association. p. 107. 


Consolidation, merger, and sale, § 62 — Jurisdiction of Commission — Sale to 
codperative — Service to nonmembers. 
2. The right of a nonprofit codperative association to serve nonmembers 
and to operate an ice plant and waterworks system may not be decided by 
the state Commission on an application for authority to transfer utility 
properties to the association, p. 107. 
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Consolidation, merger, and sale, § 2 — Right of owner to sell. 


3. A property owner generally should be allowed to sell unless this would 
be detrimental to the public, p. 107. 


Consolidation, merger, and sale, § 21.1 — Transfer to codperative association — 
Public benefit. 


4. The sale of public utility properties to a nonprofit cooperative association 
should be authorized, as being in the public interest, where the transferee 
is financially able and qualified to take over and operate the properties, 
where it does not appear that the management of the transferee is not com- 
petent and efficient, or that service to be furnished to the utility’s customers 
would be less satisfactory than service now furnished by the public utility 
company, where none of the public utility customers have objected to the 
sale, and where extensions in rural areas are contemplated in the event the 
transfer should be allowed, so that many farms without essential electric 
service, and without hope of service from the existing public utility com- 
pany, would be connected and receive electrical energy, p. 107. 


Public utilities, § 130 — Codperative association — Service to nonmembers. 
Discussion of the right of a nonprofit codperative association to act as a 
public utility in one instance and in another to act as a nonutility as affect- 
ing authorization of the sale of public utility properties to the association, 


p. 108. 
Ps 


APPEARANCES: Lowell D. Hunt, 


Denver, for applicant; L. L. Bean, St. 
Louis, and Wilkie Ham, Lamar, for 
Southeast Colorado Power Associa- 
tion; Paul W. Lee, and Charles J. 
Kelly, Denver, and Arthur C. Gordon, 
Lamar, for protestants. 


By the Commission: Highland 
Utilities Company, applicant herein, 
under certificates of public convenience 
and necessity issued by this Commis- 
sion, operates and maintains generat- 
ing plants for the production of elec- 
trical energy located in the town of 
Eads, Kiowa county, Colorado, and 
Springfield, Baca county, Colorado, 
and lines for the transmission and dis- 
tribution thereof in certain rural areas 
and municipalities, including, among 
others, Springfield, Eads, Walsh, Two 
Buttes, Vilas, and Pritchett, in said 
couities. It also is the owner of a 
water system consisting of wells, 
pumping plants, mains, and other fa- 
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| 
cilities for the distribution of watfr for 
domestic, manufacturing, and other 
purposes in the town of Eads, Colo- 
rado, and an ice plant in Springfield, 
Colorado. Besides its certificates of 
public convenience and necessity, it 
owns certain franchise rights granted 
by the municipalities it serves to it, 
or its predecessors in interest, to oper- 
ate said electric and water service sys- 
tems in said towns. ‘The certificates 
and operating rights are particularly 
described in paragraphs numbered III 
and IV of the application filed herein, 
said application being one to sell all 
the applicant’s electrical and _ utility 
properties in the counties of Kiowa 
and Baca which it owns, holds, and 
uses for the purpose of serving the 
citizens of said counties with electrical 
energy, its water utility, and ice manu- 
facturing plant, all of said property, 
including plants, transmission lines, 
distribution systems, certificates, fran- 
chises, real estate, etc., being particu- 
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larly described in said paragraphs III 
and IV of the application herein, to 
the Southeast Colorado Power Asso- 
ciation, a nonprofit, codperative asso- 
ciation incorporated under the pro- 
visions of Chap 52, Session Laws of 
Colorado, 1913, which association is 
financed and supervised by Rural Elec- 
trification Administration, organized 
by Act of Congress. ‘ The terms of 
sale and purchase are set forth in cop- 
ies of written agreement between the 
parties, deed and bill of sale attached 
to the application as Exhibit “A”, 
which by reference is made a part 
hereof. 

Copies of said application, which 
was filed April 21, 1944, were duly 
served upon the boards of county com- 
missioners of Kiowa and Baca coun- 
ties, and the towns of Springfield, 
Pritchett, Two Buttes, Walsh, and 
Eads. The matter, after several con- 
tinuances, was heard in Denver on 
June 22, 1944, and taken under ad- 


visement. 


On May 8, 1944, the town of Eads 
filed protest in writing, objecting to 
the sale, but on June 15, 1944, with- 
drew the protest. On June 10, 1944, 
a written protest was filed by John 
W. Davis, J. E. Pottorff, F. D. Wil- 
son and A. L. Preston, Darrell Per- 
due, Chris Jensen, of Lamar, for them- 
selves and for others similarly situ- 
ated, by their attorneys, William A. 
Bryans III, Charles J. Kelly, and Ar- 
thur C. Gordon. Among other things, 
it was alleged that they are members 
of Southeast Colorado Power Associa- 
tion and consumers of electrical energy 
purchased from said association, a co- 
Operative; that by the terms of the 
Statute under which it is incorporated, 
and by the provisions of its articles, 


“it may only do business with its mem- 
bers or shareholders and cannot serve 
the public generally”; that the pro- 
posed purchase aforesaid is illegal and 
contrary to provisions of “Rural Elec- 
trification Act of 1936” because funds 
to purchase are to be borrowed from 
Rural Electrification Administration, 
and the administrator cannot make 
loans to furnish energy to rural areas 
receiving central station service, which 
service is received by all towns and 
rural areas involved; that said asso- 
ciation, through its officers, but with- 
out authorization by its members, now 
serve, and propose to serve, nonmem- 
bers of the association with electricity 
and propose to operate a waterworks 
system at Eads and an ice plant at 
Springfield, and to perform other ultra 
vires acts which threaten the financial 
security of the association and prop- 
erty rights of the protestants as mem- 
bers of said association; that said sale 
and purchase would not operate for 
the public convenience and necessity, 
would be in violation of Public Utili- 
ties Act of the state of Colorado, and 
contrary to “Rural Electrification Act 
of 1936.” They asked that the ap- 
plication be dismissed. 

On June 22, 1944, when the matter 
was called for hearing in Denver, Mr. 
A. C. Gordon, counsel for protestants 
aforenamed, stated that he had just 
been informed by Mr. Hunt, attorney 
for Highland Utilities Company, that 
“he had a signed statement from all 
protestants that we represent that they 
had withdrawn their protest.” He 
asked for time to investigate. Mr. 
Hunt agreed and a recess was taken. 
Following the recess, Mr. Gordon stat- 
ed he had been able to contact 
only one of the protestants by tele- 
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phone, who confirmed statement as to 
his withdrawal, but after some discus- 
sion, authorized him to continue to 
represent him; that after consultation, 
he and his associate counsel, Paul W. 
Lee and Charles J. Kelly, desired to 
withdraw protest and asked the Com- 
mission’s permission to appear as 
friends of the Commission. Mr. Ham, 
Southeast Colorado Power Associa- 
tion’s attorney, objected and read let- 
ters from protestants stating that they 
had been misinformed and did not 
favor the complaint. Mr. Gordon 
thereupon produced his original writ- 
ten authorities to appear for them at 
the hearing “to develop all the facts 
in this matter.” 

The Commission, on account of the 
absence of protestants and uncertainty 
as to their actions or desires, over ob- 


jections of Messrs. Ham and Hunt, 
refused to dismiss protest. or to allow 
the appearance of counsel as friends of 


the Commission. Mr. Hunt thereup- 
on moved to strike the protest upon 
the ground that protestants are not 
proper parties; that they are not cus- 
tomers of Highland Utilities ; that they 
are members, and not managing offi- 
cers, of the association; that if they 
have a just complaint against the ac- 
tion of their board of directors, their 
remedy, as members of the association, 
lies in the courts, the Commission be- 
ing without jurisdiction to settle the 
questions raised. The motion was 
overruled. Thereupon, Mr. Ham, on 
behalf of the association, agreed that 
the association’s operations of all ac- 
quired lines, if application is granted, 
would be subject to Commission juris- 
diction and “regulation as to rates and 
all other matters pertinent to regula- 
tory and supervisory powers of the 
56 PUR(NS) 


Commission the same as any public 
utility,’ and if required by the Com. 
mission, “we are perfectly willing to 
amend our charter and by-laws to that 
effect.” 

Mr. Gordon stated that it was prot- 
estants’ position that the Commission, 
before granting the application, should 
be satisfied that “Southeast Colorado 
Power Association is such an organi- 
zation as can legally own and operate a 
public utility and legally acquire the 
properties which Highland Utilities 
Company desires to sell to them”; that 
in the event the Commission should 
find that it is such an entity and en- 
titled, under the law, to own and oper- 
ate a public utility, it should determine 
whether it is so financially and other- 
wise situated as to be able to carry on 
the obligations of the utility which 
it is intending to acquire, and finally, 
whether it is entitled, under the law, 
to act in one instance as a public utility, 
and in another instance to act as a non- 
utility cooperative. 

In reply, Mr. Hunt stated that he 
had no fault to find with counsel’s posi- 
tion, except that he could not agree that 
it was the Commission’s obligation “to 
determine whether this purchasing 
company is a public utility for all the 
purposes of this endeavor.” The sole 
question involved is “whether an al- 
ready existing public utility, which for 
many years has been dedicated to public 
use, will under the reign of this con- 
templated purchaser, remain dedicated 
to the public use until leave is given by 
this Commission to abandon that serv- 
ice.” 

Then, Mr. E. G. Rash, manager of 
Southeast Colorado Power Associa- 
tion, testifying for applicant, identified 
a number of exhibits, including the As- 
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sociation Articles of Incorporation and 
Amendments thereto, and its bylaws, 
contract of sale and purchase, hereto- 
fore described, Southeast Colorado 
Power Association—United States of 
America loan contract and amend- 
ments thereto, and mortgage note, 
made pursuant to said contract, to cov- 
er the loan made to purchase plant, and 
they were admitted in evidence. He 
stated that association is engaged in 
distributing electrical energy at whole- 
sale and retail to 1650 customers in 
Prowers, Bent, Otero, Pueblo, and 
Crowley counties; that its operations 
have been financed by the United 
States government through REA ; that 
purchase of properties was regularly 
authorized by its Board of Directors, 
but the question had not been submit- 
ted to or passed upon by the members 
of the association; that terms, price, 
etc, upon which Southeast Colorado 
Power Association would purchase the 
property, were determined and settled 
by its directors, representatives of 
REA, and the association’s engineer ; 
that REA had approved contract and 
will advance $176,000 for the purchase 
of Highland properties under contract 
afore-described, which will add 1,000 
customers, of whom 600 are in Spring- 
field; that customers of Highland Util- 
ities Company, with the exception of 
16, most of whom were not “reach- 
able,” have signed applications for 
membership in the association and in- 
dicated their desire to be served by it; 
that association will continue to serve 
them and any persons in the territory 
who desire service, even though they 
do not become members, and will ful- 
fill its obligations to serve under fran- 
chises and certificates it proposes to 
take over ; that it proposes to build sev- 
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eral hundred miles of rural lines in 
Baca and Kiowa counties to serve 
“people in those counties that would 
otherwise not get the electricity had 
not the association purchased these util- 
ities,” the primary purpose in purchas- 
ing the central stations involved being 
“to get service out to those people” ; 
that after purchase is consummated, all 
properties that can be, probably will 
be integrated and operated as a whole; 
that REA, in addition to said purchase 
price of $176,000, being $130,000 for 
Baca county properties, and $46,000 
for Kiowa county properties, has made 
an allotment to the association of 
$680,000 to cover cost of extensions, 
said rural extensions to be made on 
the usual terms, that is, a guaranty of 
use of energy amounting to $10.50 per 
month per mile of lines; that associa- 
tion has checked the territory and be- 
lieves that such extensions can be made 
with profit, although most of Baca and 
Kiowa counties, outside of a few small 
towns like Campo not now served, 
is sparsely settled; that current in- 
debtedness of association is approxi- 
mately $1,000,000, all owing to the 
REA; that present value of proper- 
ties now owned, with addition of 
Highland properties less extensions 
contemplated, is approximately $1,- 
500,000, cost of presently operated 
properties by association being about 
$800,000; that reports covering past 
operations of the association have not 
been made to the state Commission in 
the past, although reports have been 
made to the Tax Commission for the 
purposes of taxation. 

At the request of Mr. Gordon, trans- 
ferees and Rural Electrification Ad- 
ministration being willing, the Com- 
mission directed the association to file 
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a financial statement covering associa- 
tion’s operations, and engineering anal- 
ysis of Highland Utilities Company. 
They were received and filed on July 
5, 1944. The financial statement cov- 
ered the twelve months’ period ending 
May 31, 1944, but later Mr. Gordon 
submitted a critical analysis of them, 
which has been considered by the Com- 
mission. Total assets are shown at 
$906,342.94, divided into: Cash and 
current investments, $37,041.03; cur- 
rent and other assets, $119,342.41; 
utility plant (less $36,054.42 reserve 
for maintenance and depreciation), 
$726,804.76; and an item to balance, 
which does not seem to be an asset, 
of $23,154.71 covering extraordinary 
property losses. Depreciation seems to 
be computed at 2 per cent of the utility 
plant in service. This may be low, 
although there has been a tendency 
lately to decrease annual amounts re- 
served for depreciation. 

Total liabilities are figured at $872,- 
002.63, divided into current liabilities, 
$39,789.88 ; other liabilities and cred- 
its, $2,422.24; long term obligations 
(including interest accrued and de- 
ferred of $11,738.68) of $829,790.51. 
Net worth, including surplus of $22,- 
633.17, amounts to $34,340.31. The 
items of extraordinary property losses, 
which apparently are being amortized, 
and deferred interest payments, would 
wipe out surplus. 

The engineering analysis of the 
physical value of the property ad- 
mittedly is based on a field check 
and condition study of the property 
made on July 21 and 22, 1943. 
Total book value of Colorado prop- 
erty is shown at $391,670, estimated 
RCN at $291,888, and estimated 
RCNLD at $158,974. Estimated 
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RCNLD of generating plants and 
distribution systems at Springfield 
and Eads plants are figured at $133. 
527 ; estimated RCNLD of water sys. 
tem and ice plant are respectively $18. 
247 and $7,200. Intangible values 
(going concern, etc.) are $16,051 for 
Springfield, and $975 for Eads or a 
total of $17,026. Rehabilitation ex- 
pense for Springfield and Eads is es- 
timated at $18,000. Legal, engineer- 
ing, and incidental expense for same 
plants is figured at $3,500. Purchase 
price, rehabilitation expense, legal, en- 
gineering, and incidental expense, will 
total $197,500. The purchase price is 
considerably less than “the net book 
value of Highland’s properties, as ad- 
justed to eliminate known writeups, as 
of December 31, 1942,” as fixed by the 
Securities and Exchange Commission 
and much less than the book value 
fixed by Highland Utilities Company 
books, as of July 28, 1943. 

Protestants did not offer any testi- 
mony, but when applicant rested, Mr. 
Gordon moved to dismiss the applica- 
tion on the grounds that showing made 
by applicant was insufficient to justify 
granting of application ; that it does not 
appear that the association will conduct 
this business as a public utility under 
the jurisdiction of the Commission and 
will assume the duty of serving the 
public ; that as a cooperative, transferee 
has limited powers which do not in- 
clude the powers necessary to carry on 
the business as a public utility; that 
proposed sale and transfer is illegal and 
contrary to the provisions of the Rural 
Electrification Act of 1936 for a num- 
ber of reasons stated ; and, that it does 
not appear that the transfer is in the 
public interest. Motion was taken un- 
der advisement. 
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[1,2] The contention that purchase 
cannot be made by association because 
it is contrary to provisions of Rural 
Electrification Act of 1936, and that 
loan cannot legally be made by admin- 
istrator to association for purchase of 
the properties involved, are questions 
we cannot settle. The managing off- 
cers of the association, after investiga- 
tion and counsel with Rural Electrifi- 
cation administration officials, author- 
ized the purchase. The purchase was 
approved by the Administrator. It 
has been approved by the Securities 
and Exchange Commission. The al- 
lotments (loans) have been made. If 
the REA, its Administrator, or the as- 
sociation erred, question should be sub- 
mitted by dissatisfied members of the 
association, if any there be, or other 
proper parties, to the courts for deter- 
mination. Their remedy lies there. Re 
Highland Utilities Co. (Colo 1943) 
52 PUR(NS) 179, citing Re Mis- 
souri Electric Power Co. (Mo 1943) 
50 PUR(NS) 257. The same course 
should be followed by members as to 
the question of service to nonmembers 
and the operation of waterworks sys- 
tem at Eads and ice plant at Springfield. 


(38, 4] The record is sufficient to 
show that, financially, transferee is able 
and qualified to take over and operate 
the Highland Utilities properties. At 
least, there is no evidence to the con- 
trary. It did not appear that the man- 
agement of transferee is not competent 
and efficient, or that the service to be 
furnished Highland customers may be 
less satisfactory than the service now 
furnished by Highland. We know 
that several times during past years 
complaints have been made by custom- 
ers of Highland as to rates and service. 
It here appeared that at Eads going 
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concern value, etc., was figured at only 
$975. It is significant that no custom- 
ers of Highland objected to transfer. 
No customers of Highland or members 
of the association appeared in person at 
the hearing to voice objections to sale 
and purchase. Apparently, customers 
of Highland welcome the change and 
believe that they will secure adequate 
and satisfactory service from the asso- 
ciation at proper rates. 

Some extensions in rural areas are 
contemplated in the event transfer is 
allowed, which means that many farms 
now without essential electric service, 
and without hope of service from 
Highland, will be connected and re- 
ceive electrical energy. 

Generally speaking, a property own- 
er should be allowed to sell, unless it 
would be detrimental to the public to 
sc do (State ex rel. St. Louis v. Public 
Service Commission [1934] 335 Mo 
448, 5 PUR(NS) 230, 73 SW(2d) 
393), and it would seem that the pro- 
posed sale and purchase is in the public 
interest and that the sale should be al- 
lowed unless the other questions raised 
by Mr. Gordon before taking and at 
the conclusion of the testimony, re- 
quire a different conclusion. In gen- 
eral, he suggested that it did not ap- 
pear that the association is willing to 
assume the burden of serving the pub- 
lic, that is, serve as a utility; that it 
cannot legally, in one instance, act as 
a public utility, and, in another, act 
as a nonutility ; that if it has the power 
to carry on this business as a public 
utility, it did not appear that it would 
submit to Commission jurisdiction. 

We think the record shows that if 
it now lacks the power to operate a 
utility as a part of its business, or to 
operate as a utility, the association is 
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willing to amend its charter and by- 
laws to meet objection made. We be- 
lieve Mr. Ham made it clear that the 
association is willing to do anything 
that may be necessary, under the law, 
to permit it to carry on the Highland 
operation as a utility, and in conduct- 
ing said operation, will recognize and 
submit to Commission jurisdiction. 
Wedo not believe it is necessary at this 
time, and it probably is not within our 
jurisdiction in this proceeding (Nata- 
torium Co. v. Erb, 34 Idaho 209, PUR 
1922A 187, 200 Pac 348), to find 
that the association cannot operate as 
a cooperative and a utility at the same 
time, although there is some authority 
to the effect that by so doing it would 
become a utility as to all its operations. 
As a general rule, an owner or the per- 
son in control of property becomes a 
utility only when and to the extent that 


his business and property are devoted 


to a public use. We know that an in- 
dividual or corporation may carry on 
a utility business, and at the same time 
carry On a private business. See Sun- 
set Shingle Co. v. Northwest Electric & 
Water Works (1922) 118 Wash 416, 
203 Pac 978. <A municipally owned 
light plant serving residents of a mu- 
nicipality, is a utility, but by statute its 
operations are not subject to our ju- 
risdiction. Its operations outside the 
municipality, if it serves the public in 
the same manner that it serves within 
the city, make it a utility in that serv- 
ice, and such service is subject to our 
1egulation. Apparently, in Missouri, 
a corporation may incorporate to serve 
members as a cooperative, and also to 
serve “the public generally” as a util- 
ity. The Highland operations now are 
not integrated. If transfer is allowed, 
the association may continue to operate 
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the Eads-Springfield and its presently 
operated system separately. If we 
herein had jurisdiction to find that in 
the event transfer is consummated, as- 
sociation not only becomes a public 
utility as to acquired lines, but its en- 
tire operation becomes subject to our 
jurisdiction, and on account of such 
ruling, it would refuse to consummate 
the purchase, no useful purpose would 
be served. It would mean that it 
would continue to operate as a codpera- 
tive, unregulated by us, and that cus- 
tomers of Highland would continue to 
be served by Highland, and this, obvi- 
ously, the customers do not desire. 
From the customer relations angle, the 
public interest undoubtedly would be 
served by allowance of transfer. The 
customers who now are served by a 
public utility, would continue to receive 
service under Commission regulation, 
The members of the Co-op would con- 
tinue to receive service as members 
thereof—perhaps under Commission 
regulation, if it should later be deter- 
mined that, on account of the associa- 
tion’s general method of operating, the 
law so requires. This proceeding and 
our conclusions here will not preclude 
a court or the Commission from find- 
ing that transferee is not a cooperative 
in the conduct of any part of its busi- 
ness, but as to all thereof is a public 
utility and subject to Commission ju- 
risdiction. 

In Re Western Colorado Power Co. 
(1942) (Application No. 5640, Deci- 
sion 18147) 42 PUR(NS) 247, 250, 
251, we considered and allowed appli- 
cation by company, a utility, to sell and 
transfer part of its distribution lines to 
Delta-Montrose Rural Power Lines 
Association, a cooperative, organized 
under Colorado statutes and financed 
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by REA, which was not then subject 
to our jurisdiction. The application 
was opposed by seven of the fifteen cus- 
tomers of Western Colorado Power 
Company immediately affected by the 
proposed change, they being satisfied 
with and desirous of continuing service 
by company under Commission regula- 
tion. The Association contemplated 
incorporating the segments purchased 
in its lines or system and extending 
service to other nonserviced rural 
areas. In passing on application, we 
said : 

“All associations in the state of Colo- 
rado operating under direction of 
REA, to date, have taken the position 
that they are nonprofit cooperatives, 
and as such, are not subject to jurisdic- 
tion of the Public Utilities Commis- 
sion. The Commission has been, and 
still is, of the opinion that question of 


our jurisdiction is one of law, and, at 
this time, we should not disapprove a 
contract by a public utility to sell a por- 
tion of its electric utility property to 
Delta-Montrose Rural Power Lines 
Association on the ground that it is 
not, or that it contends that it is not, 


subject to our jurisdiction. See Re 
Tennessee Pub. Service Co. (Tenn 
1934) 5 PUR(NS) 449. 


“While approval of this Commission 
is necessary before a sale or merger of 
electric utility company properties can 
be accomplished, the Commission may 
not lawfully interfere with the manage- 
ment and control of the utility beyond 
what is reasonably necessary to secure 
to the public adequate service at fair 
and reasonable rates. See Missouri ex 
rel Southwestern Bell Teleph. Co., 
v. Public Service Commission, 262 US 
276, 289, 67 L ed 981, PUR1923C 
193, 43 S Ct 544, 31 ALR 807. 
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“The primary question here present- 
ed is not whether the proposed sale will 
be in the interest of the Western Colo- 
rado Power Company or the associa- 
tion, but how will it affect service, ac- 
commodation, and convenience of the 
public, as a whole, and, in this connec- 
tion, if sale is made, will the users of 
electricity in the territory now served 
by applicant which is to be transferred 
continue to get proper rates and service 
under association ownership and man- 
agement, their interests, however, to 
be subordinate to the interests of the 
public generally. See Re Tennessee 
Pub. Service Co. supra, and Northern 
Pennsylvania Power Co. v. Public 
Utility Commission (1938) 132 Pa 
Super Ct 178, 24 PUR(NS) 443, 200 
Atl 866.” 


Heretofore, in a number of ap- 
plications approving transfers of 
utility properties, including certifi- 
cates of convenience and necessity 
and franchise rights, we have held 
that rural electric associations pur- 
chasing a franchise, granted under 
ordinance, and certificates of pub- 
tic convenience and necessity, are 
not in any different position than any 
other purchaser acquiring such author- 
ity. And, notwithstanding charter pro- 
visions are not determinative of the 
utility status of a company, the real 
test being, not what the corporation is 
authorized to do, nor what its charter 
forbids it to do, but what it, in fact, 
does. (See Re Mississippi River Fuel 
Corp. [Fed PC 1940] 34 PUR(NS) 
8; Re Hartford Electric Light Co. 
[Fed PC 1941] 37 PUR(NS) 193.) 
In order to definitely settle question of 
their responsibility to serve, we re- 
quired the associations to amend Arti- 
cles of Incorporation to show that serv- 
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ice to nonmembers as well as to mem- 
bers, is authorized. 

See Re Highland Utilities Co. (Colo 
1943) 52 PUR(NS) 179; Re Eagle 
River Electric Co. (Colo) Application 
No. 2135—A, Decision No. 21764, Dec. 
29, 1943. 


Here, the management of Highland 
Utilities Company, after careful con- 
sideration, desires to sell its properties 
and operating rights to Southeast Col- 
orado Power Association, an REA 
cooperative with, so far as the record 
discloses, a satisfactory operating ex- 
perience. The proposed transfer is be- 
lieved by the contracting parties, act- 
ing through their duly authorized rep- 
resentatives, to be in their interest. 
The customers of Highland Utilities 
Company apparently welcome the 
change—at least, none of them object- 
ed. We believe that the customers of 
Highland Utilities Company will 
continue to receive from transferee 
adequate and reasonably efficient 
service at proper rates under the 
supervision of the Commission, and 
that benefits probably will accrue to 


many citizens of Baca and Kiowa 
counties not now receiving electri- 
cal service by the inclusion of the 
territory where they reside in the asso- 
ciation’s system, and that the conven- 
ience and necessity of the public, gen- 
erally, in the territories involved will 
be served by allowing the transfer. 

We therefore find that motion to 
dismiss should be denied, and that pub- 
lic convenience and necessity require 
the proposed transfer and sale to 
Southeast Colorado Power Association 
by The Highland Utilities Company of 
its certificates of public convenience 
and necessity and other properties, as 
set forth in paragraphs numbered III 
and IV in the application heretofore re- 
ferred to and more particularly de- 
scribed in Contract of Sale and Pur- 
chase, of date November 15, 1943, be- 
ing Exhibit No. 7 at the hearing, which 
by reference is made a part hereof, for 
the considerations therein expressed, 
subject, however, to the restrictions 
and conditions set forth in the order 
following, which in the opinion of the 
Commission the public interest re- 
quires, 
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Re Lela B. Wade 


Docket No. 9442-E-965, Decision No. 15052 
September 29, 1944 


PPLICATION for authority to establish water system and for 
l \ order curtailing and restricting rights granted to existing 
water company; application denied. 


Certificates of convenience and necessity, § 88 — Factors affecting authorization 


— Public interest. 


1. The public interest is always the factor to which the Commission must 
give first consideration in passing upon an application for authority to con- 


duct public utility service, p. 112. 
56 PUR(NS) 
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Monopoly and competition, § 96 — Water service -— Adequacy of existing service. 
2. Authority to install a competing water plant and for a restriction of the 
existing plant service should be denied where petitioner’s distribution system 
is obsolete, where the proposed service would be unprofitable, where the 
existing water company is prepared and willing to serve the entire area ade- 
quately and the public health will be safeguarded by the use of water of 
superior quality from the existing company’s well, and where the existing 
company’s authority has been granted only after notice and hearing, p. 112. 


AppEARANCES: L. J. Holzworth, 
of Phillips-Holzworth-Phillips, for 
petitioner; Paul M. Roca, of Moore, 
Romley & Roca, for Whyman Water 
Works, protestant. 


By the Commission: By a peti- 
tion and complaint filed on May 16, 
1944, Lela B. Wade seeks a certificate 
of convenience and necessity author- 
izing her to establish and operate a 
water system in the Northeast Quar- 
ter of the Northeast Quarter of Section 
Fifteen, Township One, North Range 
One West, of Maricopa County, town- 
site commonly called Coldwater, post 
office Avondale, and for an order of 
the Commission curtailing and re- 
stricting the rights granted in our cer- 
tificate of convenience and necessity to 
the Whyman-Wade Water Company 
on June 12, 1942, covering the dis- 
trict involved in this petition and com- 
plaint, including a considerable ad- 
jacent area outside thereof. 

Following notice duly given, the 
matter came on for hearing before the 
Commission at its office in Phoenix 
on June 14 and 15, 1944, and through 
counsel, the Whyman Water Works 
(successor to Whyman-Wade Water 
Company) protested both the petition 
and the curtailment and restriction of 
the rights held by it. 

The petitioner in the instant case is 
the daughter of Frank Deiter, de- 
ceased, who at the time of his death 
and for a good many years previous 
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thereto owned the land covered by the 
instant petition. She acquired the 
property by inheritance. The record 
shows that Deiter acquired the land by 
desert entry filed on May 22, 1914, 
receiving his final certificate and 
patent on May 20, 1919, and Septem- 
ber 10, 1919, respectively. 

Petitioner’s claims are based par- 
tially upon the plea that her father had 
acquired “grandfather” rights to 
which she had succeeded. Such rights 
would inhere if the evidence disclosed 
conclusively the commencement of 
operations of the water utility prior 
to the time that Arizona became a 
state, February 14, 1912. There is, 
however, no evidence of record that 
there was a distribution and sale of 
water by the petitioner’s father at a 
date earlier than 1919 and it seems 
clear that the well from which the wa- 
ter is obtained was drilled some time 
during the year 1914 which precludes 
the possibility of establishing “‘grand- 
father” rights. 

The record shows that the petition- 
er is serving ten parties who are ten- 
ants of her properties in cases in which 
no charge is specifically made for wa- 
ter. In other words, the rentals in- 
clude the furnishing of water. Her 
public service operations cover only 
eight customers. The constitutional 
provisions under which this Commis- 
sion functions are very broad and ap- 
parently apply to all cases in which 
a public service commodity is handled 
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and sold to the public. This may 
mean one or more. There has never 
been a court test on this point. How- 
ever, since the Statutory Law pro- 
vides that twenty-five or more consum- 
ers may file formal complaints with the 
Commission and inasmuch as the to- 
pography and climatic conditions in 
Arizona result in the distribution and 
sale of water by individuals to their 
neighbors in a good many cases, and 
in many instances apparently only as a 
matter of convenience and accommo- 
dation, we have been disposed to con- 
sider such cases as coming within the 
purview of the law when there are 
twenty-five or more consumers. We 
have found that if this practice were 
not followed, there would be frequent 
cases of inconvenience and perhaps 
suffering on the part of those who 
have received and are now receiving 
“accommodation” service, for the rea- 
son that their neighbors would not 
furnish the service if they were com- 
pelled to become public service cor- 
porations. 

The evidence is conclusive that the 
Whyman Water Works has made a 
large investment for the purpose of 
serving that community and that it 
has a supply of water of a superior 
quality to that of the petitioner. The 
record is clear that public notice was 
given of the hearing at which the cer- 
tificate of convenience and necessity 
was granted to this operator hence it 
cannot be successfully urged that the 
petitioner was deprived of any rights 
therein. Petitioner’s distribution sys- 
tem is old and it seems certain that it 
would have to be renewed almost com- 


pletely to put it in a condition to give 
satisfactory service. We believe also 
that it would be necessary to deepen 
the well or drill a new one to a greater 
depth in order to insure water of good 
quality suitable for human consump- 
tion. The evidence is rather persua- 
sive that even if this were done further 
operations within the extremely limit- 
ed area sought to be served would be 
unprofitable. 

While the law does not prohibit two 
or more public service operations in 
the same community, there have been 
only two such cases since Statehood 
and both of them resulted disastrously 
both to the operators and to the con- 
sumers, This is true for the reason 


that it is necessary to duplicate invest- 
ments resulting in excessive over- 
head and higher rates. 

[1, 2] The public interest is always 
the thing to which this Commission 


must give first consideration. It ap- 
pears to us and we find that the people 
in this area will be better served by 
the Whyman Water Works, that this 
company is prepared and willing to 
give to the entire area adequate service 
and that the public health will be safe- 
guarded by the use of the water of 
superior quality from its well. We 
further find that the public convenience 
and necessity do not require the es- 
tablishment and operation of a water 
plant by the petitioner herein. We are 
of the opinion and further find that 
we do not have the power, on the rec- 
ord here made, to curtail or restrict 
the operating rights granted to the 
Whyman Water Works and its pred- 
ecessor in interest. 
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FEDERAL POWER COMMISSION 


Re Godfrey L. Cabot, Incorporated et al. 


Opinion No. 117, Docket Nos. G-523, G—529 
September 22, 1944 


NVESTIGATION of proposed increased rates for wholesale nat- 
ural gas supply; increased rates disallowed. 


Revenues, § 2 — Estimates for rate making — Changing conditions — Additional 
gas supply. 

1. Operations during the past year do not provide a satisfactory measure 

or guide for future rates of a natural gas company when during that year 

sales and markets were limited by the inability of the company to supply 

the reasonable gas requirements of consumers in the area served, while, by 

reason of new pipe-line construction from other fields, the future situa- 

tion as to supply will be materially altered when additional gas becomes 
available, p. 119. 


Depreciation, § 65 — Natural gas facilities — Life of gas reserve — Length of 
supply contract. 
2. The fact that a contract between a natural gas company and a company 
from which it obtains an interstate natural gas supply is for only a 20-year 
period, while there is an assurance of a continuing supply of gas for at 
least thirty years, is immaterial in determining the time for amortization 
and depreciation of facilities, since interstate service cannot be abandoned 
except with the permission of the Federal Power Commission under § 7 


(b) of the Natural Gas Act, 15 USCA § 717£(b), p. 121. 


Return, § 101 — Natural gas company. 
3. Increased rates of a natural gas company are not warranted when rev- 
enue available will be adequate to meet necessary expenses, including de- 
preciation and amortization, and allow a return of approximately 6 per cent 
on the remaining investment, p. 122. 


Valuation, § 211 — Excess capacity — Burden of cost — Industrial and domestic 
gas customers. 

4. Any attempt to saddle excessive costs for depreciation and return on 
domestic customers would be manifestly unfair and unreasonable where 
natural gas companies have created excess capacity neither used nor useful 
in rendering present service but originally constructed because of a hope 
for large industrial sales, the undertaking having been found to be “an im- 
provident venture,” p. 122. 


Rates, § 391 — Wholesale supply — Emergency natural gas. 

5. Increased rates for so-called emergency gas sold to a distributing com- 
pany should be disapproved when no evidence is submitted to show that on 
the days the supply company retains emergency gas its supply is inade- 
quate for the requirements of its customers or why all emergency gas so 
retained should be billed to the distributing company without considering 
the requirements of others equally dependent upon the selling company for 
their gas supply, p. 123. 

[8] 113 56 PUR(NS) 





FEDERAL POWER COMMISSION 


APPEARANCES: Charles G. Blakes- 
lee and Fred C. Fernald, for Godfrey 
L. Cabot, Inc., and Cabot Gas Cor- 
poration ; Stanley M. Morley and Lam- 
bert McAllister, for Federal Power 
Commission; David B. Landis, for 
The Pavilion Natural Gas Company 
(intervener) ; Arnold H. Hirsch and 
Harry R. Booth, for Office of Price 
Administration (intervener) ; George 
D. Newton, for villages of Geneseo, 
Leicester, Mt. Morris, Le Roy, War- 
saw, and Perry, New York (inter- 
veners). 


By the Commission: In this pro- 
ceeding Godfrey L. Cabot, Inc. (“Cab- 
ot, Inc.”) seeks to justify increased 
rates for natural gas supplied to its 
wholly owned subsidiary, Cabot Gas 
Corporation (“Cabot Corp.”) and 
Producers Gas Company (‘“Produc- 
ers’). Cabot Corp., in turn, seeks 
to justify increased rates to The Pa- 
vilion Natural Gas Company (“Pa- 
vilion”). 

Following our suspension of these 
rate increases under § 4(e) of the 
Natural Gas Act, 15 USCA § 717c 
(e), public hearings were held before 
our trial examiner in New York city 
on March 20-24, 1944. Concurrent 
hearings were held by the New York 
Public Service Commission with re- 
spect to the increases in Cabot Corp’s. 
rates to Pavilion." The villages of 
Leicester, Geneseo, Mt. Morris, Perry, 
Warsaw, and Le Roy, of New York 
state, the Office of Price Administra- 


tion, and Pavilion participated in the 
hearings as interveners. 


Operations of Cabot, Inc. and Cabot 
Corp. 


Cabot, Inc. is a Massachusetts cor- 
poration, having its principal office in 
Boston, Massachusetts. It manufac- 
tures and sells carbon black and also 
produces, purchases, transports, and 
sells natural gas in West Virginia, 
Pennsylvania, and New York. The 
gas utility business is conducted as 
two divisions or departments, viz, the 
West Virginia division and the New 
York-Pennsylvania division. 

The New York-Pennsylvania divi- 
sion, with which we are here pri- 
marily concerned, operates approxi- 
mately 118.5 miles of pipe line, vary- 
ing from 2 inches to 14 inches in 
diameter, located in Tioga and Potter 
counties, Pennsylvania, and Steuben 
and Allegany counties, New York. 
Such pipe-line facilities connect direct- 
ly with the 14-inch gas transmission 
line of Cabot Corp. at the New York- 
Pennsylvania State line. 

Cabot Corp. is a New York corpora- 
tion and a wholly-owned subsidiary of 
Cabot, Inc., from which it purchases 
all of its natural gas requirements. It 
owns a 14-inch pipe line which at the 
present time extends 74.75 miles from 
its connection with the pipe-line facili- 
ties of Cabot, Inc. at the New York- 
Pennsylvania state line, to the south- 
ern boundary of Monroe county, New 
York.’ 





1 By order of July 11, 1944, the New York 
Commission found that Cabot Gas Corp. 
failed to justify such rate increases and de- 
nied the same. 

2 This pipe line formerly extended into the 
city of Rochester, New York, but in 1942, 
when gas was no longer available for large 
sales to Eastman Kodak Company and Roch- 
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ester Gas and Electric Corporation, Cabot 
Corp., after approval by this Commission, sold 
that portion of the pipe line (approximately 
19.3 miles) north of the Monroe county line 
to Rochester Gas and Electric Company. Re 
Cabot Gas Corp. Docket No. G-227, Opin- 
ion No. 74 (1942) 43 PUR(NS) 182. 
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At the present time Pavilion is the 
principal customer of Cabot Corp., the 
gas being delivered at Perry Center 
and York. Cabot Corp. also transports 
gas, for the account of Cabot, Inc., to 
Producers Gas Company and Empire 
Gas and Fuel Company. 

In previous cases involving Cabot, 
Inc. and Cabot Corp. we have found 
each to be a “‘natural-gas company” 
within the meaning of the act. In Re 
Cabot Gas Corp., Docket No. G-227, 
Opinion No. 74, supra; In Re Cabot 
Gas Corp. Docket No. G-251, order 
of July 14, 1942; In Re Cabot and 
Cabot Gas Corp. Docket Nos. G-407, 
G-406, Opinion No. 86 (1943) 47 
PUR(NS) 65; In Re Cabot Gas Corp. 
Docket Nos. G-460, G-461, Opinion 
No. 105 (1943) 51 PUR(NS) 458. 
The present record shows that there 
has been no substantial change in 


such operations, and we find that both 
Cabot, Inc. and Cabot Corp. are “nat- 
ural-gas companies” under the act. 


The Rate Increases 


Cabot, Inc. proposes to increase its 
rates to Cabot Corp. from 7 cents to 
25 cents per thousand cubic feet, and 
the latter, in turn, proposes to increase 
its rates to Pavilion from 40 cents to 
55 cents. These increases, based on 
1943 sales, would have increased the 
gross revenues of Cabot, Inc. by $41,- 
112.36 and the gross revenues of Ca- 
bot Corp. by $30,177.45—a decrease 
in the net revenues of the latter of 
approximately $11,000. 

Cabot, Inc. also proposes an in- 
creased rate of 42 cents per thousand 
cubic feet for the supply of so-called 
emergency gas to Cabot Corp. and the 
latter in turn proposes to charge Pa- 
vilion 75 cents per thousand cubic feet 
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for such emergency gas. Cabot, Inc. 
also proposes an increased rate of 42 
cents per thousand cubic feet for so- 
called emergency gas supplied to Pro- 
ducers Gas Company as compared 
with an average price of 25 cents per 
thousand cubic feet charged Producers 
for gas regularly supplied. Such in- 
creases in rates for so-called emer- 
gency gas based on the volume of 
emergency gas claimed to have been 
delivered to these companies during 
January and February, 1944, would 
increase the cost of gas to Pavilion 
by $3,268 and to Producers by $1,937. 

The issue now before us is wheth- 
er Cabot, Inc., and Cabot Corp., have 
sustained their statutory burden of 
justifying these rate increases. In de- 
termining that issue it is appropriate 
to review briefly the history of this en- 
terprise. 


History of Operations 


On December 18, 1934, Cabot, Inc. 
was authorized to do business in 
Pennsylvania, but its authority with 
respect to the transportation and sale 
of gas was restricted to the transpor- 
tation for its own operations and the 
sale of gas at the well mouth. How- 
ever, in 1935 it commenced the solici- 
tation of industrial customers. It 
obtained several such customers, some 
of which were then being supplied by 
other gas companies in the area. 

When Cabot, Inc. commenced con- 
struction of a line to serve one of 
North Penn Gas Company’s custom- 
ers, the latter complained to the Penn- 
sylvania Commission and the con- 
struction of the line was enjoined. 
North Penn Gas Co. v. Cabot (Pa 
1936) 15 PUR(NS) 23. Cabot, Inc. 
then formed Service Gas Company and 
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in January, 1936, the latter filed an 
application with the Pennsylvania 
Commission for authority to engage 
in the gas business in twenty-two 
Pennsylvania counties, including nine- 
teen counties already being served by 
other natural gas companies. Four 
of these companies filed protests in the 
Pennsylvania Commission proceeding. 
Re Service Gas Co, (Pa 1936) 15 
PUR(NS) 202. 

Cabot, Inc. had purchased some gas 
wells in the Oriskany pool. Because 
of the migratory character of the gas 
in the porous Oriskany sands, from 
which other companies were taking 
gas, Cabot, Inc., through Service Gas 
Company, proposed to serve indus- 
trials in order to sell as much gas as 
possible and thereby recover a greater 
portion of gas in the area than it oth- 
erwise could. 

Cabot, Inc. proposed to supply gas 
to domestic customers only in so far 
as it was required to do so and it urged 
before the Pennsylvania Commission 
that it had to obtain a large industrial 
business in order to recoup its invest- 
ment. This argument was rejected, 
the Commission stating that “We do 
not feel that protection of an invest- 
ment made under such circumstances 
should be the controlling end to be 
furthered by our action.” (15 PUR 
(NS) at p. 208). 

The Pennsylvania Commission also 
rejected the contention with respect 
to the public being entitled to “cheap 
gas” (15 PUR(NS) at pp. 205, 
206) : 

“The argument made in support of 
the applications that the public is en- 
titled to cheap gas would be more 
persuasive if applicants intended to 
serve the general public. The terms 
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of the applications negative such an 
intention. We perceive no valid rea- 
son why the general domestic and com- 
mercial public should not be entitled 
to cheap gas, as well as the large 
industrial users. When asked why 
he did not desire domestic markets, 
Thomas D. Cabot replied ‘Because we 
can sell much more gas in a much 
shorter time and there must be an out- 
let for our gas.’. This reason is ob- 
viously private and not public in 
character. It does not convince us 
that we should grant a certificate to 
serve only a portion of the public.” 

The Pennsylvania Commission was 
convinced that Cabot, Inc., if per- 
mitted to do so, would deplete the 
Oriskany reserves as quickly as pos- 
sible and then withdraw without any 
effort to continue gas service to the 
public. (15 PUR(NS) at pp. 206, 
207). 

The Pennsylvania Commission ac- 
cordingly dismissed the Service Gas 
Company’s application on June 23, 
1936. The complaint of North Penn 
Gas Company was sustained and Ca- 
bot, Inc. was required to “forthwith 
cease and desist from the transporta- 
tion and sale of natural gas to the pub- 
lic in the commonwealth of Pennsyl- 
vania, until it shall have obtained a 
certificate of public convenience au- 
thorizing such transportation or sale.” 
(supra, 15 PUR(NS) at p. 24). 

The Pennsylvania Commission’s or- 
der was sustained by the superior court 
of Pennsylvania. Incorporators of 
Service Gas Co. v. Public Service 
Commission (1937) 126 Pa Super 
Ct 381, 18 PUR(NS) 256, 263, 190 
Atl 653, 658. In its opinion, the court 
stated : 

“Thomas D. Cabot, treasurer of 


116 





RE CABOT, INC. 


Cabot [Godfrey L. Cabot, Inc.], and 
of the proposed Service Gas Company, 
testified that the intent was to under- 
sell the present distributors of gas in 
so far as industrial consumers were 
concerned. Jt is not the function of 
the Commission to expedite or assure 
substantial returns on a speculative 
venture. ‘The basis of the action of 
the Commission is the interest of the 
public as distinguished from the inter- 
est of the corporation or individual 
making the application. "Tt 
record is replete with appellants’ dec- 
larations that they are interested pri- 
marily in the industrial users of gas, 
and only in such service to the general 
public as they may find it profitable, 
or be required, to render. The 


acquisition of this industrial business 
by appellants, with the resulting loss 
of sales by protestants, would place in- 
evitably a greater burden upon the 


domestic and other consumers served 
by the latter.” [Italics supplied. ] 

In addition to the plan to operate 
in Pennsylvania, for which authority 
was denied, Cabot, Inc. proposed to 
transport and sell natural gas in New 
York. To conduct its New York 
onerations, Cabot, Inc. organized 
Cabot Corp. The latter was to con- 
struct and operate approximately 95 
miles of 14-inch pipe line extending 
from a point of connection with Ca- 
bot, Inc.’s facilities at the Pennsyl- 
vania-New York state line to Roches- 
ter, New York. Cabot Corp. applied 
to the New York Commission for au- 
thority to construct such a line at 
about the same time Service Gas Com- 
pany filed its application, subsequently 
denied, with the Pennsylvania Com- 
mission. Re Cabot Gas Corp. (1936) 
16 PUR(NS) 443. 
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At the hearing on the application be- 
fore the New York Commission it 
was shown that, although Cabot Corp. 
proposed to make some domestic sales, 
both directly and through sales to 
Pavilion for resale, the principal pur- 
pose of the line was to deliver large 
volumes of gas for boiler fuel in 
Rochester, New York. Prior to the 
construction of the line a 3-year con- 
tract was made with Eastman Kodak 
Company providing for the daily de- 
livery of 25,000,000 cubic feet of gas 
for industrial use. This one sale com- 
prised 65 per cent of the total estimat- 
ed sales by Cabot Corp. Furthermore, 
it was estimated that 90 to 95 per 
cent of the initial sales “would be used 
for low grade industrial purposes, 
mostly boiler fuel.” (at pp. 455-457, 
475). In such proceedings, Godfrey 
L. Cabot testified that he expected 
very large profits, and that while he 
would have at least twenty years to 
amortize the line, his investment would 
be returned in “not less than three 
years and not more than five.” He 
further testified that the Oriskany gas 
“will last generations before it is all 
gone and that domestic consumers 
will be getting gas from Oriskany 
at least fifty years hence.” He added 
that, upon depletion of the natural 
gas, he intended that service to do- 
mestic consumers be continued with 
coke oven gas. 

The New York Commission au- 
thorized the construction of the 14- 
inch line by Cabot Corp. on Septem- 
ber 23, 1936. In so doing the Com- 
mission indicated that while it consid- 
ered the proposed large sales of gas 
for industrial purposes uneconomic, it 
was unable, because of its limited au- 
thority, to effect proper conservation 
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of this gas. Re Cabot Gas Corp. 
supra, 16 PUR(NS) 443. 

From 1937 through 1939 the Ca- 
bot companies sold large volumes of 
natural gas for industrial purposes. 
In 1940 such sales were abruptly re- 
duced and no direct industrial sales 
were made after that year, because of 
the depleted gas supply. The indus- 
trial sales and total sales for both 
Cabot, Inc. and Cabot Corp. from 
1937 through 1943 were as folows: ® 


Cabot, Inc. 


the years of flush production, Cabot, 
Inc. produced and Cabot Corp. trans- 
ported, via its 14-inch line, in excess 
of 50,000,000 cubic feet on peak days, 
Peak day deliveries via this line dur- 
ing 1943 were 1,206,000 cubic feet, 

At present Cabot, Inc. owns and 
operates 27 producing wells in this 
area. It purchases gas from 12 oth- 
er producing wells. Its available re- 
serves of recoverable gas are prob- 
lematical. In Docket Nos. G-406 and 


Cabot Corp. 


Total 
M cu. ft. 
8,749,528 
10,872,659 
10,758,227 
2,363,157 
1,055,410 


Total 
M cu. ft, 
5,652,088 
7,461,535 
7,365,928 
897,657 
562,676 


Industrial Industrial 
cu. “ft. 
7,539,374 
7,747,866 
7,302,745 
157,472 


816,421 
589,383 226,114 


330,005 





22,747,457 


As above shown, the facilities of 


Cabot, Inc., in the New York-Penn- 
sylvania area, as well as those of Ca- 
bot Corp. were designed and construct- 
ed to provide capacity for the gather- 
ing and marketing of gas when flush 
production could be had. This is also 
reflected in the sales between 1937 


and 1943. During the years 1937- 
1939, inclusive, Cabot, Inc. sold 30,- 
380,414 thousand cubic feet of gas as 
compared with 4,824,371 thousand 
cubic feet during the 4-year period 
1940-1943, inclusive. Sales by Ca- 
bot Corp. are even more striking in 
this regard. During the 3-year pe- 
riod, 1937-1939, sales by Cabot Corp. 
totaled 20,479,551 thousand cubic 
feet, as compared with 2,016,452 
thousand cubic feet for the 4-year pe- 
riod 1940-1943. During 1937-1939, 





3 Industrial sales by Cabot, Inc. include 
sales to Cabot Corp. for resale for industrial 
use. However, industrial sales by Pavilion 
are not reflected in the industrial sales shown. 
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35,204,785 17,109,811 22,496,003 
G-407 (1943) 47 PUR(NS) 65, it 


was claimed that available reserves 
would be so depleted by June, 1943, 
that thereafter the continued supply 
of gas by Cabot Corp. to Pavilion 
would be impossible. In Docket Nos. 
G-460 and G-461 (1943) 51 PUR 
(NS) 458, it was claimed that gas 
was not available to meet the peak 
day requirements of Pavilion beyond 
October, 1943. Pavilion was called 
upon and did cut its requirements to 
the bone by curtailing gas for house 
heating and otherwise. Actual pro- 
duction by Cabot, Inc. in 1942 and 
1943 greatly exceeded such estimates, 
and Cabot, Inc. now comes forward 
with estimates of remaining available 
gas ranging from 1,250,000 thousand 
cubic feet to 2,500,000 thousand cu- 
bic feet. 

Regardless of what local gas is 
available for future operations, Cabot, 
Inc. and Cabot Corp. have whittled 
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down the available supply of local gas 
to the vanishing point. Therein lies 
applicants’ present difficulty—too much 
plant, too little gas. Pavilion’s pur- 
chases in 1940 were in excess of 400,- 
000 thousand cubic feet. But Pavilion 
was forced to curtail the use of gas 
in every way possible during subse- 
quent years so that remaining require- 
ments would not exceed the supply 
available from Cabot, Inc. and Cabot 
Corp. Pavilion’s purchases in 1943 
were approximately 50 per cent of its 
purchases in 1940. However, the 
Cabot companies deliberately created 
the situation which they now face. An 
abundant supply of gas was dissipated. 
Extravagant facilities were construct- 
ed to reap quick profits from flush 
production. 


Future Operations of Cabot, Inc. 
and Cabot Corp. 


[1] Present operations by Cabot, 
Inc. and Cabot Corp. are but an inter- 
lude between the past and the future. 
Although the local supply of natural 
gas available to Cabot, Inc. and Ca- 
bot Corp. has become depleted, or 
nearly so, interstate gas from Texas 
will be available within the near fu- 
ture. This Commission, early in 1944, 
authorized the construction of a pipe 
line from the Texas gas fields to the 
Appalachian area. In Re Tennessee 
Gas & Transmission Co. (1943) 
Opinions Nos. 93 and 93-A, 50 PUR 
(NS) 199. Relying upon such sup- 
ply of natural gas, Cabot, Inc. on De- 
cember 9, 1943, entered into a con- 


tract with New York State Natural 
Gas Corporation providing for the 
supply of 592,750 thousand cubic feet 
of natural gas annually with maxi- 
mum daily deliveries limited to 1,750 
thousand cubic feet. This is more 
than the total estimated requirements 
of Cabot, Inc. for the year 1944 and 
approximates 1943 requirements. 

This Texas gas, which will soon be 
available, plus local gas, as estimated 
by operating officials of Cabot, Inc., 
will make available to Cabot, Inc. in 
excess of 1,000,000 thousand cubic 
feet of gas during 1945. Not sinee 
1941 has Cabot, Inc. had an equal 
supply. 

Operations during 1943, therefore, 
do not provide a satisfactory measure 
or guide for future rates, since sales 
and markets were limited by the in- 
ability of the Cabot companies to sup- 
ply the reasonable gas requirements 
of consumers in the area. As gas pro- 
duction recedes, costs remain relative- 
ly stable but sales decrease month by 
month. However, markets are not 
failing, and the situation as to supply 
will be materially altered when Texas 
gas becomes available. 


Excess of Revenue over Out-of- 
pocket Expenses 


The combined earnings of Cabot, 
Inc. and Cabot Corp. for 1943 were 
$72,944 in excess of out-of-pocket 
costs. The following statement of 
revenue and expenses is shown by the 
record: 
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CODSE RE TROVERGRS: <5 o's bike busieaesueesdeccceseesdeeeec wens ces 


Operating Revenue Deductions 
Operating Expenses 
Depreciation 


Cabot, Inc. 
$127,088 


Cabot Corp, 
$96,430 





22,948 
61,119 


Amortization and Depletion of Producing Properties 


Taxes 
Exploration and Development Costs 
Loss on Gas Plant Leased to Others 


Net Utility Income 


Included in the revenues shown 
above is $17,560 of intercompany 
revenue and in the expenses, $1,572 
of intercompany expense. A total of 
$156,866 for depreciation and deple- 
tion, which is not an out-of-pocket 
expense, is also included. By combin- 
ing the revenues and expenses and 
eliminating intercompany charges and 
allowances for depreciation and deple- 
tion, the consolidated revenues of the 
two companies are found to exceed 
their consolidated out-of-pocket ex- 
penses by $72,944, as follows: 


Cabot 
Inc. 


Revenue $127,088 


19,812 


___. 


$203,561 $103,879 

($76,473) ($7,449) 
clude annual charges for depletion and 
depreciation nor an allowance for re- 
turn. The amounts for these items are 
as follows: 


Depre- 
ciation 
$95,747 

61,119 


$156,866 


Total 
$127,228 
86,832 


Return 
$31,481 
25,713 


$57,194 


Cabot, Inc. ... 
Cabot Corp. .. 





Total $214,060 


A determination of the reasonable- 
ness of these claimed cost items for 


depreciation and return requires care- 


Inter- 
Company 
Eliminations 

$17,560 


Cabot 
Corp. 
$96,429 


Net 
$205,957 


Total 
$223,517 








Out-of-pocket Expenses: 
Operating Expenses 
Taxes 
Loss on Gas Plant leased to others 


Exploration and Development Costs 1,988 


6,960 100,034 


19,812 


101,606 
30,802 
189 
1,988 


1,572 








$107,813 


$26,772 $134,585 $1,572 $133,013 








Excess of Revenue over Out-of- 
Pocket Expenses $19,275 


The above statement does not in- 





4 These totals include about $35,000 of ad- 
ministrative and general expenses much of 
which might be incurred in connection with 
the operations of Cabot, Inc., even though 
Pennsylvania-New York gas operations were 
abandoned. In this circumstance, these totals 
may be overstatements. 


$69,657 $88,932 $15,988 
ful consideration of the utility plant to 
which they relate. The net depreciated 
cost of gas plant, at December 31, 
1943, for Cabot, Inc. and Cabot Corp. 
was as follows: 


$72,944 


Depreciated 


Original Cost 


$433,656.87 
368,100.51 


$801,757.38 


Depreciation 
$1,199,121.50 
856,847.70 


$2,055,969.20 


Original Cost 
$1,632,778.37 
1,224,948.21 
$2,857,726.58 
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The above figures for Cabot Corp., 
however, include costs for 9.61 miles 
of pipe line north of York station not 
used or useful in serving Pavilion 
The original cost of this segment of 
line, depreciation relating thereto, and 
the remaining net cost, computed from 
figures of record, at December 31, 
1943, were as follows: 


Recveal Original Cost 


Original 
Cost Depreciation 7 — 
$151,366.47 $106,928.27 $44,438.20 


If, from the totals for such items 
representing investment of Cabot, Inc. 
and Cabot Corp. at December 31, 
1943, the above items are deducted, 
the result will be: 


RE CABOT, INC. 


The record shows that various other 
pipe lines and compressors likewise are 
not used and useful in serving Cabot 
Corp. and Pavilion. 

The New York-Pennsylvania divi- 
sion of Cabot, Inc. was organized in 
1935. The record does not show what 
part of its existing facilities were 
placed in operation prior to 1937 when 
the 14-inch line of Cabot Corp. went 
into operation. A witness for Cabot, 
Inc. testified that the service life of 
the 14-inch line of Cabot Corp. would 
be its economic life measured by the 
length of the period during which gas 
would be available from Texas and 
not the structural life of the pipe it- 


Original Cost 








Accrued less Accrued 

Original Cost Depreciation Depreciation 

pa Cabot, Inc. and Cabot Corp. ........ $2,857,726.58 $2,055,969.20 $801,757.38 
Ss: 

9.61 miles of Cabot Corp. line ......eeeees 151,366.47 106,928.27 44,438.20 

$2,706,360.11 $1,949,040.93 $757,319.18 

It is also clear that not all of the self. This witness, in submitting cer- 


facilities of Cabot, Inc., for which 
costs are included in the above figures, 
are presently used and useful in sup- 
plying gas to Cabot Corp. and in turn 
to Pavilion. The record shows that 
the 8-inch line extending from the 
State line compressor station, where 
the 14-inch line of Cabot Corp. con- 
nects with facilities of Cabot, Inc., to 
Sanford station where Cabot, Inc. 
supplies gas to Producers Gas Com- 
pany has no utility service in the sup- 
ply of gas to Cabot Corp. for the use 
of Pavilion. Likewise lines in the 


Woodhull field and connecting trans- 
mission pipe lines to the Cabot, Inc. 
system are utilized to supply gas to 
Southern Tier Gas Company, which 
in turn sells gas to the municipal dis- 
tribution system in Bath, New York. 
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tain testimony and evidence, employed 
a 25-year life in figuring straight line 
depreciation. 

[2] In Re Tennessee Gas & Trans- 
mission Co. supra, we found that the 
gas reserves available for that com- 
pany’s project “will have a life of at 
least thirty-three years, based on an- 
nual withdrawals at the rate of 75 
per cent of the initial pipe-line capac- 
ity.” 

Since this gas will be made avail- 
able to Cabot, Inc., through its con- 
tract with New York State Natural 
Gas Corporation, there appears to be a 
reasonable assurance of a continuing 
supply of Texas gas to Cabot, Inc., 
for at least thirty years. In this con- 
nection, the fact that Cabot, Inc.’s 
contract with New York State Nat- 
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ural Gas Corporation is for a 20-year 
period is immaterial, since interstate 
service cannot be abandoned except 
with our permission under § 7(b) of 
the act, 15 USCA § 717f(b). 

If the remaining investment (origi- 
nal cost less accrued depreciation) at 
December 31, 1943, as shown by the 
books of Cabot, Inc. and Cabot Corp., 
is amortized over a 20-year period, the 
annual charge would be $37,865. If 
a 25-year period is used, the annual 
charge would be $30,293; and for a 
30-year period, the annual charge 
would be $25,244. 

The excess of revenue over out-of- 
pocket expenses for 1943 has been 
shown to be $72,944. If from such 


excess there is deducted $37,866, an- 
nual allowance for depreciation and 
amortization on an assumed 20-year 
period, there remains $35,078 for re- 


turn on $757,319, the depreciated orig- 
inal cost of property, per books, of 
Cabot, Inc. and Cabot Corp. This 
would provide an annual return of 
4.63 per cent. If a 25-year period is 
employed, the revenue available on the 
basis of 1943 operations would be 5.63 
per cent and if a 30-year period is 
used, the annual return would be 6.29 
per cent. 

[8, 4] In this proceeding we are 
not called upon to determine what will 
be reasonable rates for an indefinite 
period in the future, but whether, on 
the basis of present operations, the in- 
creased rates are warranted. We have 
carefully considered the evidence of 
record and it appears clear that, at 
present rates, the revenue available to 
Cabot, Inc. and Cabot Corp. will be 
adequate to meet necessary expenses, 
including depreciation and amortiza- 
tion, and allow a return of approxi- 
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mately 6 per cent on the remaining 
investment. 

In determining such depreciation 
and amortization allowances and in 
figuring the rate of return, the remain- 
ing investment of Cabot, Inc. and Ca- 
bot Corp. has not been reduced by the 
elimination of costs representing prop- 
erty no longer used and useful in the 
public service. The Cabot companies 
failed to identify such property, or 
show its original cost, or the deprecia- 
tion therein. They had that obliga- 
tion. Moreover, no adjustment has 
been made to eliminate costs represent- 
ing existing excess capacity of facili- 
ties. That such excess capacity has 
not been written off against flush pro- 
duction is clear from the record. 

Furthermore, the president of Pavil- 
ion testified that if the increase to Pa- 
vilion became effective it, in turn, 
would be forced to pass on to its cus- 
tomers the increase in cost of gas; that 
such an increase would inevitably re- 
sult in a further reduction in the vol- 
ume of sales. The increase to 55 cents 
per thousand cubic feet proposed by 
Cabot Corp. on sales to Pavilion, 
therefore, might provide even less rev- 
enue than the present rate of 40 cents. 
As the Supreme Court said in Florida 
v. United States (1931) 282 US 194, 
214, 75 L ed 291, 51 S Ct 119: 

“The raising of rates does not nec- 
essarily increase revenue. It may in 
particular localities reduce revenue 
instead of increasing it, by discourag- 
ing patronage.” 

Cabot, Inc. and Cabot Corp. are 
not guaranteed a recovery of invest- 
ment and an annual return, over the 
years, upon an undertaking which we 
found in our Opinion No. 74 (1942) 
43 PUR(NS) 182, to be “an improv- 
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ident venture.” The facilities pro- 
vided by Cabot, Inc. were part and 
parcel of the same undertaking. It 
was not the demands of the domestic 
consumers but the hope for large in- 
dustrial sales which determined the 
size of the facilities provided. The 
companies do not contend that the ex- 
cess capacity is either used or useful 
in rendering present service, and any 
attempt to saddle excessive costs for 
depreciation and return on the domes- 
tic consumers would be manifestly 
unfair and unreasonable. 

We also note that the spread be- 
tween present rates charged Producers 
and Pavilion, for regular deliveries of 
gas, is 15 cents per thousand cubic 
feet (40 cents— 25 cents). For such 


gas it is proposed to increase the rate 
to Pavilion from 40 cents to 55 cents 
per thousand cubic feet. 


The rate to 
Producers is to remain at 25 cents 
per thousand cubic feet. Thus the 
spread would be increased to 30 cents 
per thousand cubic feet. If the pro- 
prosed rate to Pavilion were allowed 
to become effective, the rate to Pro- 
ducers would be only 45 per cent of 
the rate charged Pavilion. Neither 
Cabot, Inc. nor Cabot Corp. made any 
attempt to justify this apparent dis- 
crimination, 


Increase in Rates for So-called 
Emergency Gas 


[5] Increased rates for so-called 
emergency gas, as proposed by Cabot, 
Inc. and Cabot Corp., are to apply 
to gas which Cabot, Inc. obtains from 
New York State Natural Gas Com- 
pany under a cooperative arrangement 
effected by the War Production Board 
to enable Cabot, Inc. and Cabot Corp. 
to meet their peak requirements dur- 
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ing the winter season of 1943-1944. 

The rate schedule filed by Cabot, 
Inc. recites the formula by which 
Cabot, Inc. is to determine the amount 
of so-called emergency gas to be 
charged to Producers and to Cabot 
Corp. at 42 cents per thousand cubic 
feet. The rate schedule filed by Cabot 
Corp., covering sales to Pavilion, pro- 
vides that all emergency gas thus ap- 
portioned to Cabot Corp. is to be billed 
to Pavilion at 75 cents per thousand 
cubic feet. Under the arrangement, all 
emergency gas retained by Cabot, Inc. 
and not delivered to Penn York is 
billed to Producers and Pavilion, even 
though the amount so retained (1) 
was in excess of actual emergency re- 
quirements and (2) was utilized in 
serving other customers. 

Cabot, Inc. and Cabot Corp. intro- 
duced evidence showing the amount 
of so-called emergency gas received 
from New York State Natural Gas 
Company and the amount of gas de- 
livered to Penn York as well as the ap- 
portionment of retained gas between 
Producers and Pavilion. No evidence 
was submitted to show, (1) that on the 
days Cabot, Inc. retained emergency 
gas its supply was “inadequate for the 
requirements of its customers” or (2) 
why all such emergency gas so re- 
tained by Cabot, Inc. should be billed 
to Producers and Pavilion without 
considering the requirements of oth- 
ers equally dependent on Cabot, Inc. 
for their gas supply. 

The rate of 75 cents per thousand 
cubic feet to Pavilion is made up of a 
charge of 42 cents for so-called emer- 
gency gas purchased by Cabot Corp. 
from Cabot, Inc. plus a transportation 
charge of 33 cents. The maximum 
distance such gas is transported is 
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65.14 miles and major deliveries are 
made to Pavilion at Perry Center only 
55.27 miles north of the New York- 
Pennsylvania line. 

Producers pays 25 cents per thou- 
sand cubic feet regularly. It is pro- 
posed to charge Producers 42 cents 
per thousand cubic feet for so-called 
emergency gas, an increase of 17 cents 
per thousand cubic feet. The increase 
to Pavilion, as proposed, is from 40 
cents to 75 cents, an increase of 35 
cents per thousand cubic feet. Pro- 
ducers is to be charged exactly what 
Cabot, Inc. is scheduled to pay for the 
gas. Pavilion is to pay 33 cents in 
addition to such cost. This difference 
has not been justified. In fact, no 
effort was made by Cabot, Inc. or 
Cabot Corp. to justify the difference 
beyond showing the mathematical 


derivation of the 75 cents per thou- 


sand cubic feet proposed. 

The record also shows that Cabot 
Corp., in its telegram of January 9, 
1944, to Pavilion, stated that if in- 
creased rates proposed by Cabot, Inc. 
and Cabot Corp. became effective on 
January 12, 1944, the price of such 
emergency gas was to be 72 cents per 
thousand cubic feet. Filed rate sched- 
ules, however, contain no such provi- 
sion. In any event, a 72-cent rate 
or a 75-cent rate, under the circum- 
stances, is relatively the same. Nei- 
ther rate has been justified. 


Conclusion 


We have carefully considered the 
evidence relating to the proposed in- 
crease in rates, the briefs filed by the 
parties in interest, and conclude from 
the entire record that the increased 
tates, under suspension pursuant to 
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our prior orders, have not been justi- 
fied. 
An appropriate order will be issued, 


ORDER 


Upon consideration of the record 
herein, and having on this date made 
and entered its Opinion No. 117, 
which is made a part hereof by refer- 
ence, 

The Commission finds that: 

(1) Godfrey L. Cabot, Inc. (Cabot, 
Inc.) and Cabot Gas Corporation 
(Cabot Corp.) are engaged in the 
transportation and sale of natural gas 
in interstate commerce for resale for 
ultimate public consumption and are 
natural gas companies within the 
meaning of the Natural Gas Act. 

(2) Cabot, Inc.’s rates now in ef- 
fect for the sale for resale of natural 
gas to Cabot Corp. (Godfrey L. Cabot, 
Inc. Rate Schedule FPC No. 1 and 
Supplement No. 8 thereto) and to 
Producers Gas Company (Godfrey L. 
Cabot, Inc. Rate Schedule FPC No. 5 
and Supplement No. 2 thereto) and 
Cabot Corp.’s rates now in effect for 
the sale for resale of natural gas to 
The Pavilion Natural Gas Company 
(Cabot Gas Corporation Rate Sched- 
ule FPC No. 1 and Supplements Nos. 
1, 3 and 7 thereto) are subject to the 
jurisdiction of the Commission. 

(3) The proposed increased rates, 
suspended by the Commission, for the 
sale for resale of natural gas by Cabot, 
Inc. to Cabot Corp. (Supplements 
Nos. 9 and 10 to Godfrey L. Cabot, 
Inc. Rate Schedule FPC No. 1) and 
to Producers Gas Company (Supple- 
ment No. 3 to Godfrey L. Cabot, Inc. 
Rate Schedule FPC’No. 5) and Cabot 
Corp.’s proposed increased rates for 
the sale for resale of natural gas to 
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The Pavilion Natural Gas Company 
(Supplements Nos. 8 and 9 to Cabot 
Gas Corporation Rate Schedule FPC 
No. 1) are subject to the jurisdiction 
of the Commission. 

(4) Cabot, Inc. and Cabot Corp. 
have failed to sustain the burden of 
proof imposed upon them by § 4(e) 
of the Natural Gas Act, 15 USCA 
§ 717c(e), to show that the proposed 
increased rates are just and reasonable. 

(5) The rates referred to in find- 
ing (2), above, should be retained in 
full force and effect unless otherwise 


ordered by the Commission, and the 
proposed increased rates referred to 
in finding (3), above, should be dis- 
allowed. 

The Commission, therefore, orders 
that : 

(A) The rates referred to in find- 
ing (2), above, shall remain in full 
force and effect until further order of 
the Commission. 

(B) The proposed increased rates 
referred to in finding (3), above, be 
and they are hereby disallowed and 
shall not become effective. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Milltown Mutual Telephone Company 


2-U-1989 
November 20, 1944 


PPLICATION by telephone company for authority to increase 
l \ rates; higher rates in revised form approved. 


Rates, § 553 — Telephones — Charge for desk set and handset equipment. 
1. A telephone company should not make an added charge for desk set and 
handset equipment used in residential and rural service, p. 126. 

Rates, § 311 — Instrument change — Special charge. 


2. A telephone company should be permitted to charge for a change in 
type of instrument made at the subscriber’s request, p. 126. 


Rates, § 82 — Jurisdiction of Commission — Prescribing schedules. 
3. The Commission, in the exercise of its continuing duty to assure the 
public of adequate service at reasonable rates, is not limited to granting or 
denying an application by a company in a rate case, but it has jurisdiction 
to prescribe such other rates within the scope of the proceeding as will be 


reasonable, p. 127. 


By the Commission: On August 
29, 1944, the Milltown Mutual Tele- 
phone Company, Polk county, filed an 
application for authority to increase 
rates for telephone service at its Mill- 
town exchange. Proof of service of 
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notice of the proposal in said applica- 
tion upon the Price Administrator of 
the Office of Price Administration 
and of consent to intervention by said 
Price Administrator in this proceed- 
ing, as required by general order No. 
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2 of the Public Service Commission 
was received on September 8, 1944. 
In a letter to the utility dated Septem- 
ber 19, 1944, the Office of Price Ad- 
ministration informed the utility that 
it did not intend to participate in these 
proceedings. Hearing was held Octo- 
ber 18, 1944 before Examiner Samuel 
Bryan. 


APPEARANCES: Milltown Mutual 
Telephone Company, Fred S. Larsen, 
President, Centuria; George E. Peter- 
son, Director, Milltown. 


The applicant serves approximately 
410 subscribers on metallic circuits 
connected to its 110-line capacity 
magneto switchboard located at Mill- 
town, Polk county. Sixty-six of its 
subscribers are stockholders in the 


company. According to its 1943 re- 
port to the Public Service Commis- 
sion, the applicant has 2 miles of pole 


line in local service and 814 miles in 
rural service to its 120 local and 290 
rural subscribers. The company also 
Owns approximately one-half of in- 
terexchange lines to Amery, St. Croix, 
and Luck. Subscribers receive un- 
limited service to each of the above- 
named points. 

Previous to entering an application 
for authority to increase rates, officials 
of the Milltown Mutual Telephone 
Company conferred with members of 
our staff relative to the effect on the 
financial operations of the company 
of wage increases granted on January 
1, 1944, and of the increased cost of 
materials and supplies. Although the 
company’s officials expressed an in- 
tention to seek an average increase of 
$1 per quarter in the rates for tele- 
phone service at Milltown, they decid- 
ed, after obtaining the results of an 
analysis made by our staff, that an 
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average increase in rates of 50 cents 
per quarter would provide sufficient 
additional revenues. The present rates 
for exchange service at Milltown are 
as follows: 

Per Quarter 
Urban service 


One-party business 
Two-party business 


One-party residence * 
Two-party residence * 
Four-party residence * 


Rural service 
Multiparty * : 
Extension telephone service 


* An additional charge of 45 cents per quar- 
ter for desk sets and 69 cents per quarter for 
handset equipment is made for residence and 
rural service. 

[1, 2] The applicant proposed to in- 
crease all rates 50 cents per quarter. 
Although a review of revenues and ex- 
penses of the company for the first 
seven months of 1944 indicates that an 
increase in rates in the amount applied 
for can be justified, such an increase 
would perpetuate certain irregularities 
in the rates which should be discon- 
tinued. The company has had, in ef- 
fect, an added charge for desk set 
and handset equipment used in residen- 
tial and rural service. These charges 
were authorized at a time when the 
wall set was the standard telephone 
instrument and the desk set and the 
handset were considered frills with 
an uncertain permanent value. At the 
present time we consider the wall set 
and handset as standard telephone 
equipment and the desk set as obso- 
lete. We have so ruled in many cases 
involving other telephone utilities. 
The Milltown Mutual Telephone Com- 
pany now has a total of 91 handsets 
and desk sets, Thus, about 25 per 
cent of all its instruments are of this 
type. We recognize that one of the 
purposes of the utilities in filing hand- 
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set and desk set charges was to have 
such charges serve as deterrents to 
too rapid change-over from, and early 
retirement of, wall telephones. Ac- 
cordingly we will in this case author- 
ize a change in type of instrument 
charge which the experience of other 
telephone companies has proved to be 
effective for this purpose. 

[3] From data available in our 
files on studies of the cost of rendering 
extension telephone service, we con- 
clude that a rate of not more than 
$2.25 per quarter for business exten- 
sion telephone service and $1.50 per 
quarter for residence extension serv- 
ice should be prescribed for the Mill- 
town Mutual Telephone Company. 
Since we have a continuing duty un- 
der the statute to assure the public of 
adequate service at reasonable rates, 
we are not limited to granting or 
denying the application of the com- 
pany, but have jurisdiction to prescribe 
such other rates within the scope of 
this proceeding as will be reasonable. 
The rates given below were designed 
by our staff after a study of the rates 
of comparable telephone companies and 
a consideration of the value of serv- 
ice to each class of subscriber of the 
applicant. The rates will produce ap- 
proximately the same revenues as 
those proposed by the applicant. 


Per Quarter 
Net 


$7.50 
6.00 
6.00 
5.00 
4.00 


Urban service 
Business one-party 
Business two-party 
Residence one-party 
Residence two-party 
Residence four-party 


Rural service 
Multiparty 


Extension telephone service 
Business 
Residence 


Change in type of instrument 
at subscriber’s request 


4.00 


2.25 
1.50 


1.00 
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We estimate below the revenues and 
expenses of the Milltown Mutual Tele- 
phone Company under the proposed 
rates. Our estimate is based upon the 
revenue and expenses of the company 
for the first six months of 1944 with 
adjustments in exchange revenues for 
the increase in revenues from the rates 
given above and adjustments in toll 
revenues based upon a 4-year average: 


Operating revenues 
Local service 
Toll service 
Miscellaneous revenues 


$8,090 
100 


$7,990 


Less uncollectible revenue 


Operating revenue deductions 
Telephone operating expenses 

Repair labor 
Repair materials and supplies .. 
Operators’ wages 
Other traffic expense 
General office salaries 
Other general expense 


$1,515 
450 


Depreciation expense 


The indicated return of $510 is ap- 
proximately 6 per cent on the net book 
value of the plant, $7,517, plus an al- 
lowance for materials and supplies of 
$580 and for working capital, $600. 
It is not necessary to pass on the ac- 
curacy of the assumed rate base used 
in this case, except to point out that it 
is based upon data taken from the 
annual report of the company, and 
that we are satisfied that it is not 
excessive. The present billing and 
discount practices of the applicant pro- 
vide that gross rates are applied to all 
bills paid after the last day of the 
quarter, and net rates to bills paid on 
or before the last day of the quarter. 
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The applicant requests that the final 
discount date be changed to the 
fifteenth day of the third month of 
each quarter. This request is reason- 


able and our order will provide a bill- 
ing and discount rule that will change 
the discount date as requested. 


Finding 

The Commission finds: 

1. That the present rates and rules 
of the Milltown Mutual Telephone 
Company are unreasonable and that 
the rates herein ordered are reasonable. 

2. That the present billing and dis- 
count practices of the applicant are un- 
reasonable and that the billing and dis- 
count rule authorized herein is rea- 
sonable. 


ORDER 


It is therefore ordered: 

1. That the Milltown Mutual Tele- 
phone Company is directed and au- 
thorized to charge and apply to its 
service the following rates and rules 
effective with the next billing period 
following the date of this order: 


Per Quarter 


Urban service 
Business one-party 
Business two-party ..ece.-. 
Residence one-party 
Residence two-party 
Residence four-party 


Rural service 
Multiparty 


Extension telephone service 
Business 
Residence 


Change in type of instrument at 
subscriber’s request 


(Note) The subscriber has a choice of 
handset, desk-set, or wall-set equipment under 
these rates. 

Billing and Discount Rule—Bills for ex- 
change service are rendered on or about the 
first day of the third month of each quarter 
in advance at the gross rate and a discount 
of the difference between the gross and net 
rates is allowed on all bills paid on or before 
the fifteenth day of the third month of the 
quarter. 


2. That the additional charge for 
desk-set and handset equipment in res- 
idential and rural service shall be dis- 
continued. 

3. That the rates and rules of the 
Milltown Mutual Telephone Company 
on file with the Public Service Com- 
mission not specifically listed above 
will remain in effect. 
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Kuhlman Dry Type Transformers are often preferable to oil- 
cooled types for inside installation. They do not require fire- 
proof vaults, They may be mounted on wall platforms or on 
beams or girders near the ceiling, thus conserving valuable 
floor space, and they often reduce secondary copper re- 
quirements. They lighten the maintenance burden because 
there are no liquids to inspect, change, or filter. 

Kuhlman Dry Type Transformers are particularly suitable 
for 1) Insulating a circuit from the source of supply (as a 


ELECTRIC COMPANY e 


lighting circuit from a power circuit), 2) Operating low volt 
age portable tools from power circuits instead of lighting 
circuits, 3) Distributing power at 480 or 600 volts and step- 
ping it down to 120 volts at strategic points, 4) Boosting 
voltage to correct for voltage drop in plant wiring, 5) Bal- 
ancing voltage on a single-phase 3-wire system, obtaining 
a three-wire circuit from a two-wire system and changing 
from three-phase to two-phase. Write for complete facts 
about Kuhlman Dry Type Transformers. 


BAY CITY, MICHIGAN 
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Industrial Progress 


ru Selected information about products, supplies and 
services offered by. manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Silex Company Appoints New 
Commercial Sales Manager 


J. Norpskoc, who has represented the 
A e Silex Company for approximately 
eight years in the Metropolitan New York area 
as commercial district manager, has just been 
appointed commercial sales manager to super- 
vise sales of institutional equipment on a na- 
tional basis. 

Mr. Nordskog has made an intensive study 
of the needs of all types of restaurants, soda 
fountains, and other institutions using coffee 
making equipment, and is well equipped to 
be of assistance to present users and prospec- 
tive purchasers of coffee making equipment. 

Mr. Nordskog will travel extensively in his 
efforts to be of help to the types of trade men- 
tioned above. 


McAusland Elected ‘Treasurer 
Reliance Electric & Eng. Co. 


P G. McAustanp, for the past two years 
e 


comptroller of the Reliance Electric & 
Engineering Company, Cleveland, has been 
elected treasurer, it was announced recently 
by the board of directors. He will continue to 
serve as comptroller. 
In his enlarged responsibilities, Mr. McAus- 
land succeeds H. M. Hitchcock, who retired 
December 31st. 


New Test for Highway 
Engineers 


N interesting new test for cutback asphaltic 

mixes is suggested in recent work by A. W. 
Dow, Inc., of New York. A conventional strip- 
ping test followed by a Hubbard field stability 
test of the same sample is advocated as closely 
paralleling the field conditions that the mix 
must withstand. 

The results and a detailed description of the 
test aree published in a leaflet by Kotal Com- 
pany of 52 Vanderbilt avenue, New York 17, 
New York. 


ASA Elects Officers for 1945 


He B. Bryans, executive vice president 
and director of the Philadelphia Electric 
Company, has been reélected president of the 
American Standards Association. Mr. Bryans 
has already served one term as president and 
has been a member of the board of directors 
since 1941, 

Other officers of the association are—Vice 
President: George S. Case, chairman of the 
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board of the Lamson and Sessions Company 
(reélected) ; Chairman, Standards Council: 
H. S. Osborne, American Telephone and Tele- 
graph Company (reélected) ; Vice Chairman, 
Standards Council: E. C. Crittenden, National 
Bureau of Standards (reélected). 


Latest Lighting Developments 
To Be Featured 


HE leading lamp and lighting equipment 
manufacturers of the United States will 
join together next April 19° to 23, 1945, in the 
International Lighting Exposition at the Pal- 
mer House in Chicago to unveil the newest de- 
velopments in lamps and. lighting equipment 
for industrial plants, schools, offices, stores, 
and similar locations and at the same time 
show how better lighting is speeding war pro- 
duction and helping to win the war. This will 
be the largest exhibit of industrial and com- 
mercial lighting equipment ever assembled un- 
der one roof, 
Architects, consulting engineers, building 








Because you get maximum sulphur removal per. 
pound of oxide. Lavino Activated Oxide is’ 
made especially for maximum activity and 
capacity, maximum trace removal and shock 
resistance. Comparing cost, performance and 
savings, we believe Lavino Activated Oxide has 
no close rival. 


For more information about its remarkable 
record, just write a note on your letterhead to 


E. J. LAVINO AND COMPANY 
1528 Walnut St., Philadelphia 2, Pa. 
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Why dig through a 
PILE 
of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, 4 or more bolts. 


L-M Elbows, with compression units 
— a dependable grip on both con- 
ctors. Also Straight Connectors and 
Tees with same con- 


tact units, 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 

and easy disconnection of mo- 

tor leads, etc. Spring action— 
locking. 
Vi-Tite Terminals for quick 
installation and easy taping. 
Also sieeve ty terminals, 
screw type, shrink fit, etc. etc. 


Splicing Sleeves, Figure 8 and Oval, seamless tub- 
ing—also split tinned sleeves. High conductivity 
copper; close dimensions. 
Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that “Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility.. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 
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PENN-UNION 
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managers, electrical contractors, wholesalers, 
electrical dealers, school executives, and execy. 
tives of industrial and commercial establish. 
ments will have an unequaled opportunity to 
preview better and more efficient lighting units 
for offices and industrial plants, new and novel 
store lighting fixtures, advanced school light- 
ing and new types of floodlighting units for 
sport areas and service stations. 

As part of the exposition there will be con- 
ducted a series of lighting conferences at 
which outstanding men in the field will dis. 
cuss the latest trends in lighting practice, the 
most effective means of ’ providing efficient 
seeing conditions for school children and for 
office and factory employes. There will also be 
a symposium on the most effective means of 
using light for more and better selling. 

The International Lighting Exposition js 
one of the many activities sponsored by the 
Industrial and Commercial Lighting Equip- 
ment Section of the National Electrical Man- 
ufacturers Association to stimulate better light- 
ing for war production and for the post-war 
period. 


Salsbury Named Vice President 
Westinghouse Elec. Supply 


|B aye M. Satssury has been elected vice 
president and general manager of the 
Westinghouse Electric Supply Company, ac- 
cording to an announcement by B. W. Clark, 
president of Westinghouse Electric Supply 
Company and vice president of the parent com- 
pany, Westinghouse Eiectric & Mfg. Com- 
pany. 

In his new position Mr. Salsbury will head 
the company’s operations, reporting to the 
president. 

Westinghouse Electric Supply Company, 
the wholesale marketing outlet subsidiary of 
Westinghouse Electric & Mfg. Company, in 
normal times selis home appliances through 
retailers, and apparatus and supplies directly 
to customers, doing approximately $125,000,000 
worth of business annually. 


Clark Introduces Precision 
Lever-Lock Boring Bar 


ECENTLY announced by the Robert H. 
Clark Company of Beverly Hills, Cali- 
fornia, is the Clark Precision Lever-Lock Bor- 
ing Bar. According to the manufacturer, these 
new boring bars provide many unusual fea- 
tures and answer a long-felt need for a bar 
with separate tool bits for small diameter holes. 
Presented as a companion tool to the Clark 
Adjustable Tool Holder, these new boring bars 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They're Built for Hard Work 
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= DOWTHERM ECONOMIZER 


ity to 
units 
novel 


=| FOR AIR-PREHEATING 


: COn- 
©s at 
| dis- 
>, the 
‘cient EComplete elimination of 


lage preheater air ducts 

extending from-above the | 

boiler to the firing floor, : ES 
‘ #100 feet below, has been puaeapre cus 5 
- effected at the Bremo Sta- 

tion of the Virginia Public 

Service Company. The cus- 

tomary air heater, located 

over the boiler, was re- 

placed by an economizer BOILER 

heating Dowtherm (not 

water) to 500° F. The hot 

Dowtherm is pumped down 

through small diameter 

lines to the burners, where 

it is used as the heating 

medium in tubular air pre- 

heaters. Besides doing 

away with cumbersome 

ducts, this system reduces 

radiation losses and gives 

individual control of prim- 

ary and secondary air 

temperatures. 


FOSTER WHEELER CORPORATION @ 165 BROADWAY, NEW YORK 6, NEW YORK 
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are available in sets of four: 3/16 in. x 5 in, 
2 in. x 6 in., § in. x 7 in., and # in. x 8 in. 

According to the manufacturer, boring bars 
with separate cutters in sizes below % in. have 
never before been generally available, yet these 
Clark Lever-Lock Boring Bars are designed 
for use without bushings or adaptors. They 
require no special clamps or holders. The paral- 
lel type Clark Adjustable Tool Holders hold 
them securely, and together they make a practi- 
cal combination. 

Leading manufacturers of tungsten carbide 
tool bits now supply solid round carbide bits 
in small sizes down to 3/32 in. diameter for 
use in the Clark Lever-Lock Boring Bar. 

Shown for the first time at the recent Na- 
tional Metals Congress in Cleveland, these new 
boring bars are said to have attracted the fav- 
orable attention of tool designers, engineers and 
production management men because of their 
practical flexibility, simplicity and economy. 

Complete specifications, prices, etc., may be 
had by writing the manufacturer, 9330 Santa 
Monica boulevard, Beverly Hills, California. 


Appliance Distributing Branch 
Established by G-E 


: 2 HE wholesale distribution of General Elec- 
tric household appliances in the Pittsburgh 
area will be handled by the company’s newly 
created appliance distributing branch, it is an- 
nounced by P. A. Tilley, manager of the com- 
pany’s distributing branches. 

Mr. Tilley also announced the appointment 
of C. W. Hartenfels as manager of the new 
branch. 

The branch will be responsible for the whole- 
sale distribution of household refrigerators, 
ranges, water heaters, home laundry equipment, 
dishwashers, Disposals, kitchen cabinet equip- 
ment, and automatic blankets. 


Stone & Webster Eng. Corp. 
Announces Personnel Changes 


HE board of directors of Stone & Webster 
Engineering Corporation at its meeting 
held on December 20th elected Russell T. 
Branch, president of the corporation to suc- 
ceed John R. Lotz, who was elected chairman 
of the board after serving eight years as presi- 


dent. Mr. Branch’s election to the presidency’ 


of the Engineering Corporation follows more 
than thirty years of service with the Stone & 
Webster organization during which period he 
has been successively superintendent of con- 
struction, construction manager, vice president 
and senior construction manager, and executive 
vice president. 

Mr. Branch joined the Stone & Webster 


“MASTER*LIGHTS" 


© Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 





CARPENTER MFG. CO. 
197 Sidney St., Cambridge, Mass. 
"“'MASTER*LIGHT*MAKERS”" 





© Hospital Emergency Lights. 


organization on his graduation from Stevens 
Institute of Technology in 1912, has super. 
vised and directed many outstanding proj 

in the public utility and industrial fields, and © 
during the present war has devoted substanti- — 
ally his entire attention to the management of — 
important ordnance and other projects essen- 
tial to the war effort designed and constructed 
by the corporation for the United States Goy- 
ernment. 

Mr. Lotz, under whose guidance the organi- 
zation has successfully executed an unprece- 
dented volume of work, will continue to have 
an active part in the affairs of the corporation, 

The board of directors also announces the 
election of Emmart LaCrosse as vice chair- 
man of the board, Joseph Pope as first vice 
president, and Karl Finsterbusch, H. E, 
Brailey, R. E. Argersinger, and H. L. Bunce, 
Jr., as vice presidents of the corporation. 


Chevrolet Appointment 

B gare W. Burke has been appointed manager 

of the Chevrolet commercial and truck de- 
partment to succeed W. E. Fish, who was re- 
cently advanced to the position of assistant 
general manager of the Chevrolet Motor Di- 
vision, General Motors Corporation. Announce- 
ment of Mr. Burke’s appointment was made by 
William E. Holler, general sales manager. 


Peabody Oil Burners 
A NEw bulletin, No. 802, describing the Pea- 
body Type M Oil Burner, has just been 
prepared by the Peabody Engineering Corpora- 











DAVEY TREE TRIMMING SERVICE 


JOHN DAVEY 


Founder of Tree Surgery 


DAVEY 


TREE TRIMMING 
FOR 


LinE CLEARANCE 


Always use dependable Davey Service 


DAVEY TREE EXPERT CO. KENT, OHIO 


| DAVEY TREE SERVICE 
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AN UNFAILING ADVANTAGE 


Mercoid Controls are widely used in the fields of heating, air conditioning, 
refrigeration and various industrial applications @ Whatever the control 
requirement may be, it is conceded that dependable performance is most 
essential, due to the fact that any equipment governed by an automatic control 
is more or less dependent upon the control @ The dependability of Mercoid 
Controls is based upon their fundamental construction and operation. They 
are equipped exclusively with hermetically sealed mercury switches of special 
design @ Mercoid mercury switches are known the world over for their de- 
pendable service. They are not affected by dust, dirt or corrosion; nor are they 
subject to open arcing, with its attendant consequences of pitting, sticking or 
oxidized contact surfaces, all of which, are likely to interfere with normal 
switch operation @ The Mercoid Switch is one of the principle reasons among 
other things, why Mercoid Controls on the whole, give the assurance of better 
control performance and longer control life—a distinct and unfailing advantage 
—the reason why they are the choice of America’s leading engineers for many 
important wartime industrial applications. @ Catalog sent upon request. 


THE MERCOID CORPORATION - 4229 BELMONT AVE, CHICAGO. =:41 : 
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tion of 580 Fifth avenue, New York 19. It 
describes and illustrates the mechanical and 
operating features of the burner, for natural 
or forced draft operation and for use with 
mechanical, wide range mechanical, or steam 
atomizers. Copies may be obtained on request. 


H. B. Higgins Elected 
Westinghouse Director 


HE election of Harry B. Higgins, presi- 
& dent of the Pittsburgh Plate Glass Com- 
pany, to the board of directors of the West- 
inghouse Electric & Mfg. Company has been 
announced by A. W. Robertson, chairman of 
Westinghouse. 

Mr. Higgins, who was elected president of 
the Pittsburgh Plate Glass Company in Jan- 
uary, 1944, has been associated with that com- 
pany since 1905. - 


New Appointments in 
G-E Meter Division 


Fo new appointments in General Electric 
Company’s Meter and Instrument Division 
recently announced by E. H. Howell, division 
manager, were effective January Ist. They are: 
Richard Cutts, Jr., manager sales, meter sec- 
tion; E. J. Wehrle, manager sales, and R. H. 
Mitchell, assistant manager sales, electric in- 
strument section; and E. J. Boland, manager 
sales, aircraft instrument section. The four 
men will be located at the West Lynn works. 


Symbols Standard Approved 
for Communications Field 


A= American standard for graphical 
symbols for telephone, telegraph, and 
radio use has just been approved by the Amer- 
ican Standards Association, giving new sym- 
bols for new types of apparatus and reconcil- 
ing conflicts in previous standards. 

Work on the standard has been carried out 
under the technical leadership of the Amer- 
ican Institute of Electrical Engineers and the 
American Society of Mechanical Engineers, 
with the Signal Corps Standards Agency, the 
Aeronautical Board, and the Bureau of Ships 
cooperating, as well as the industries con- 
cerned. It is understood that the new stand- 
ard is already being placed in use by the Signal 
Corps and will be used by the Ground Signal 
Publications Agency in the preparation of all 
future drawings and instruction books for 
Signal Corps ground signal: equipment. 

This standard is a revision of and supersedes 
the American standard symbols for telephone, 
telegraph, and radio use (Z32.5) published in 
1942; but it includes solutions for conflicting 
symbols in the power and communications fields 
that were worked out in the war standard pub- 
lished earlier this year (Z32.11), and it incor- 
porates new material. 

The American standard graphical symbols 
for telephone, telegraph, and radio use (Z32.5- 
1944) may be obtained from the American 
Standards Association, 70 East 45th street, 
New York 17, at 30 cents a copy. Quantity 
prices available on request. 


Republic Steel Issues Booklet 
Describing “Service Record” 


Te “service record” of Republic Steel 
Corporation in World War II is given in 
a 100-page book recently released by the com- 
pany, entitled “Republic Goes to War.” 

The book points out that, at the request of 
the War Production Board, Reconstruction 
Finance Corporation, and other governmental 
agencies, Republic has undertaken forty-two 
Defense Plant Corporation projects with a to- 
tal wartime cost of more than $200,000,000. 

Included in these projects are a complete 
steel plant in Chicago, blast furnaces in Cleve- 
land, Youngstown, and Gadsden, gun barrel 
plant, electric furnaces, and millions of square 
feet of building expansion. 

Republic’s steel production almost doubled 
between 1939 and 1943. In the first year it 
totaled 4,817,000 tons and in the latter year 
8,651,000 tons. Electric furnace steel produc- 
tion leaped from 112,441 tons in 1939 to 1,085,- 
000 tons in 1943. 

“Republic Goes to War” tells how the com- 
pany changed its 98 in. strip mill to a producer 
of steel ship plates, how it increased the out- 
put of iron ore in its Adirondack mines, and 
how it “mined” 390,000 tons of scrap from 
abandoned slag dumps. 

Republic plants have received seven Army- 
Navy “E’s,” one Maritime “M,” three Guidon 
Awards from the Fifth Service Command, 
War Department, and a National Security 
Award from the Office of Civilian Defense. 
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PUBLIC UTILITY 


Provedures and Method 
Man : 


CZ 


The products of our company (one of | 
the leading office equipment manu- | 
facturers) are today widely used by 
electric and gas public utility com- 
panies in connection with billing and 
accounting. 

To help guide our development pro- 
gram for post war products, our Re 
search and Methods Department needs 

a man thoroughly experienced in office 
and billing systems, procedures and 
methods of public utility companies. 

In reply, please state , qualifications 
completely, all details of which will 

be held in strict confidence. 


Write c/o Public Utilities Fort- 
nightly, 10384 Munsey Bldg, 
* Washington 4, D. C. 
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SAVE 50% 
IN TIME AND MONEY WITH 














THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 

We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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RUGGED AND DEPENDABLE FOR LONGER LIFE 


Davey Compressors are built to serye and endure, to perform faith- 
fully for many years with a minimum of attention. The performance 
records of Davey on the battle fronts and on huge war projects are 
proof that they are tough and dependable. 

DAVEY ENGINEERED—Air-cooled design, electrically-welded frames, 
aluminum-alloy heads, individual cylinders and conservative speeds 
ee. give you... 

LOWER MAINTENANCE—No water-jacket trouble, rapid ‘heat dis- 
sipation, greater cooling and lower operating costs. 


ONLY DAVEY OFFERS GUARANTEED LIFETIME VALVES 


Davey Compressors available in 60, 105, 160, 210 and 315 cfm 
capacities at 100 lbs. pressure. Direct or V-belt driven, gasoline or 
Diesel powered. Two or four steel wheels, or pneumatic tired. Davey 
also manufactures a full line of Industrial Compressors, Heavy Duty 
Truck Power Take-Offs and Pneumatic Saws. 


DAVEY ©7422 


DEALERS: IN PRINCIPAL CITIES 
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* This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. « « < 





THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCI800 
and other principal cities 











DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORE PHILADELPHIA ceraie 


PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








DESIGN Si ord, ‘Bacon & Davis, Ane. RATE CASES 


OONSTRUCTION APPRAISALS 


Engineers 
VALUATIONS AND REPORTS 
NEW YORK PHILADELPHIA WASHINGTON CHICAGO 








GILBERT ASSOCIATES, Inc. 





ENGINEERS SPECIALISTS 
POWER ENGINEERING SINCE 1906 9. ou .cine and Expediting, 


Steam, Electric, Gas, Hydro, 
Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention, 














FREDERIC R. HARRIS, INC. 


Engineers Constructors Management 
Reports Appraisals Valuations 
NEW YORK 


Knoxville San Francisco Houston 
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LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 


57 WILLIAM STREET NEW YORK 











J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 

. Public Utility Affairs including Integration 








PUBLIC UTILITY ENGINEERING & SERVICE 
CORPORATION 
CONSULTING ENGINEERS 
DESIGN OPERATIONS 
STEAM — HYDRAULIC — GAS 
231 S. LA SALLE ST., CHICAGO (4), ILL. 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
Chicago New York San Francisco 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicage 














STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING * APPRAISALS 


BOSTON «© NEWYORK « CHICAGO +*« HOUSTON ¢ PITTSBURGH 
SAN FRANCISCO «+ LOS ANGELES 
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The J.G. WHITE ENGINEERING CORPORATION 


Design—Construction—Re ports—Appraisals 
Consulting Engineering 


80 BROAD STREET 


NEW YORK 4, N. Y. 











Albright & Friel Inc. 


Consulting Engineers 


Investigations, Valuations, and Reports 
Design and Supervision of Construction 


1520 Locust Street Phila., Penna. 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
OESIGN AND SUPERVISION VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








BARKER & WHEELER, ENGINEERS 


DESIGNS AND CONSTRUCTION — OPERATING 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — 
MANAGEMENT — APPRAISALS — RATES 


11 PARK PLACE, NEW YORK CITY 
36 STATE STREET, ALBANY, N. Y. 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 











BLACK & VEATCH 
CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LASALLE St., CHIcaco 

















EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO. 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctRrIc Co. 
Contractors 


TRANSMISSION LiINES—UNDERGROUND Distai- 
BUTION — Power STATION — INDUSTRIAL — 
CoMMERCIAL INSTALLATIONS 


537 SoutH Degarsorn St. Cxicaco 








W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS 


55 Liberty Street New York 








J. W. WOPAT 


Consulting Engineer 


Construction Supervisies 
Appraisals—Financial 
Rate Investigations 





1510 Lincoln Bank Tower Fort Wayne, Indiana 
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HYSICS NEVER CHANGE 


A falling apple brought forth Newton's Law of Gravity. He 
interpreted the principle. Likewise, a sticking plug valve 
caused Nordstrom to invent the lubricated plug valve, util- 
izing Pascal's pressure principle. Nordstrom revolutionized 
the use of a plug valve by introducing pressure lubricant to 
seal the parts and make the plug easy to turn. Thus he took 
the oldest of valve principles, applied modern engineering 
and gave industry a valve suitable for highest pressures and 
temperatures. 


NORDSTROM VALVES 


MERCO NORDSTROM VALVE COMPANY 


A Subsidiary of Pittsburgh Equitable Meter Co. 


Main Offices: 400 Lexington Ave., Pittsburgh 8, Pa. Branches: 
Atlanta, Boston, Buffalo, Brooklyn, Chicago, Houston, Kansas 
City, Los Angeles, New York City, Oakland, San Francisco 
Seattle, Tulsa. 1a 
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tection of the coiling upward action featured 
NEW DOOR DA TA! Kinnear Rolling Doors . ... ample-specificali 
@ and installation data ... plus all the facts 
Kinnear Wood and all-steel ROL-TOP Dod 
$ 77 b) 4 ‘4 
You'll want this up-to-the-minute data! © It oo gs Akbar” Rolling Fire ee 
brings you 40 pages of fully illustrated infor- | ¥ e Cail aan Motor ig abi = ) 
mation on doors for every. requirement—com- Fi Win ee A other types of Kinnear 
and door equipment. 


plete facts on the exceptional space-economy, 
adaptability, ruggedness, convenience and pro- SEND FOR YOUR FREE Copy TODAY 


2060-80 FIELDS A 


THE KINNEAR MFG. COMPANY  co.umous 1s, 08 
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